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L^JLoLSCj j (Deregulation) ^Jl^ilj jJ-l ^ Jjlj—Vl oJL^J Juijjdi j^j^Jl 
. (Financial Innovations) aJIII oLpIju^I y> ^JU- Jl (Globalization) 

Ji I JLaIjI CjI J^ij J AjjJu>- <-1jIj-Jo ojjjJl oJL& C-v^>eJjl JLS j 

oIa cJ JlS j .Jjj^lli £jP &s-Ul olJb-jil Jl l y2j\y}}\ olS yiil olJb-jJl 
jl pjJl^JI ci^jJ V o j jiala A% y>- Jl t^SCjUljjJl ol^Jtlll oJufc Jj«uij iJjlj^uV! 

_ ^jJj^JLwJkl JjJj>tlllj (jJii-l P-lj^-1 ia—JJ ljj>- lwOW2.ll ^ ( _y>e^i (_r^" t^j5"^Jl 

^L-JLlfJl)) 4j jiCljl U ji-l jl OJj^^I L^L oJbjJj-l ol j^Vl {y> obi (^1 cJ-vf j 

j\ 4JU ^-j y j (3 toJuJi>- <LJU Sbl J*oj£ J5o t ((^Jlil 

aJUI Jlj-^Vl <y Jjj^I ^ j-iUj JUi ^1 olj^kJl elgJ jlS'j 

(jjljjVl W J! <_<i j-vail ^ jiJl ^ c-j jJL-S/l IJLft J j£ C~p- c 4_JlLrJI 

z yz 4J jjJl aJj-voII (j^j^EJl ojlp Ji j . L^J oIjluJIj VI U-^ V 4JILI 
t3j-vJl cijj-t J 0! ajUJ ^ij-a (Bridging Finance) a-.^.^^- o!>Lj_c 
. aJ jjJl olJLi«Jl j ^4^ P Vl <J*>V>- ^ aJLj^JI aJU-L^I ^Jj jl ^ ^Xdil 

oLLp o^ljj ^>=rjJl J! (Securitization) Jjjj^JI Sy&lk oj^j IJwC&j 
L^-lj (J^j *s- i3'jjl Ji ° ^-r j-^ dr* ^ j-vail (j^j j-^Jl Jjj-^- 
L^jwa t aJLoLxJI j 4jjU±l^'VI U-^ V t uJjLvail c-^-Ua-v*lj . oIjll^JIj ^_^"Vl 



tPjl) ^yJl cJjUai! dj^ 5 JJj-^ 4^LJl £jki cpJlj 

aui cijUii fjss JUpVi ju j diiij aui oil oN^i 

J-ij-c ^ i^LJJ jJ ^ LJ^il ^j^iJl J^jyJ sjjIjJLI JL^\ll J! 
: iJtdl ^ ^ijil 11a L4JIP J*ili ^dl LU5II iJbJ^j . oLjiUlj 

.AjiCJl (ij^^l (ij-Jl vjW^j (JjUJI ^r-^' - 

. jujj^i Lpt>Uj auii yui 0^ jpdi _ 

gyUl IJLt- iUJl olS v^ljJLl Ail^ ^^Jlj SJaij SjutfJI yljJJl ^ ^UJI 

. aJJ^Jl! ii^ail oLxiJl oIa Jil ioyJl j-^allj 

tjJ^JI ^UJLp jjSS'JlJl 



iJj^h Jj^ t|j^ ! a^ 11 



^JLfll jUju^ jjsS'jJ! 
4yyd! *J j Wail ^Ul 



<Lt|j-j JJwa J j_>c_lJ|j (Jj_-JL)I (_£ji_>- j_>- (JjjJl < J_>j_oJlJ| Ja-o»J ( jiw*_x_t 

oJLull SjliJl J*>\i»j . Jil CjLp-jJu Sj-JiLil C-jjjLvil^^l f^^-J jJl aJjLJNI 

OfU- . AjjUxlll uijLv2-UJ 4jco->tll jj^J j^l <U,.,<a,j ^S" jlJ Jjj^jJl 

oLcJt«jJl Jlap 0 dUu cJLj j . 0 j-siLil oljUii^-Vl ^L^l o-LJl J,l oj^j 

Ja-ojJl ^ UlJj JUL! ^Ij (Jlj— I ^ <JJJ-J olj^JaJ J-S^ L> 

^ Jj*Jl Jjj^iU ^j^-^j jJ-/2_<>j} aJLII JjljjV! jj^ i^L^j cu-p- ^Jjj-ojJl 
^>|ji>tiwxl ^L** 1 • ^-fJ-^ tj- 4 (^O- 0 f*-$- t *''J '—-'l-^-" Jjl^>j j!*W?| J^>- 

^jL^. JiCiu jjkJ oi^Ij (Debt Securitization) «Jjj>J!» 4pL^> o ^gJii 
: ./? 11 L^Jlp |»j-SJ ( _^jJI 4-^L*Vl J-jLS'jJI iS^-l fj^' oJL <_^->- 

<Lojl 4 \ ^AT <LL*>J J| 0 j_& jJjjjjJl «uLo-P jjj_>- ^L>-jl ^^-SCwj 

^ 4iiadl oJU Jji JbJL>Jl <w tcJlill jiUii iaia^o ^ ^L>-jUM OjjJlii 

J (j-- JJ ^iUJi J cu^jLsJ La j . dJL~£ll LfJ ji 015" j t jji JbJL^J 
U-J tC^>-^3l ^jlll ^ a ^" )) cJlio to^Jai-l LlUJl aJlvsurI! oJl^J A^Ai! 

dl^SXl 4j^Ly> J[ oil ^1 j c oiJC-^o Jl ^?-jIjU jjjjJl Jjj-^ t ai^>- yiil 
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aJu>jJI oJl& Jjj-*-1j ttlL^vwSCil ^cJLvsaJ (SJjli) j jJj oIj_Loj j!ju<?| 

^k^>\ ^oUj-J tiL^SCIl J-JjJ J-jLL* tiUij t Ob^J-^ tiLJij J^Jl c3j-Lw ? 

. <uLp (jila ^iUaial 

J.UJI ^y^vail £lki!l UjUj o^U! Sj^iil ol ^1 ^JLo Jp JjjJl J_,^jJ| 

aLJl>- Jjj-^ ^pLw? iL^/l £-1 a-JHI oljjJaill dib ^ 

Ll-1 iwu s^iiJi 0 Ju v»ui jjjJi Jjj^ji 015 o-^- t \ <wr 

jj> . o^J-lil oIjU±l^^I Jil Jij t jJI IJUj^I oIjlpLJ.1 Ji> 

L^Ul iMJl ^ $ jJL^ iJlP ^ jyS Jb>- Jl y» OJLS" oljUlX-^Vl oJLa jl 

. JUdl IJLA J> Jl> \ jji 

iJjdJdl 4»ajl ^jlj ^ ^VT ^ Jixi ^^gi SJliJl a ^liii Lol 

0 ^lil JL43 . \j^>- ajj-vsaj J,J-^i Jj^ojJl Js»UJl O jJu I4JJ (. ^ ^AY 4J.UJI 
i*>Lj (j-^J jij t 4-J jjJl 4J j-w^Jl ^->6->- ^^i ^_?x_vi j-oJj J J j-lJl jLx_o-l ^LiJjl 
oljU±L^I ^ i jJsj\ jiJl (illj JS" c-jU-sI^I ^yj W : ^ < 4 ^-vs»J j*^' J^' 

a^jL>- oljUiiw-L ^> jiJ t _^SCj oLvwu-jil V j ajj^JI L^JlS ^Sj ^ diliS* . AJi>-b 

{ j/S j\ oj_A Jj-a ^y^JajJl i^jJl (jli (, (j- 0 J • £-^J ^J-P Oj_JiL*-a 

43*>L>-«Jl 4-JjjJl Lyg 4jjL>^l]| i3jJLJl ^jJ ^bj ^ 0_ r o±Lv«l 

^1 4J j-«Jl ^jfl Aj>-jJL) j^Jl dJUb O-Li?- Oi j . A^j^JI Ujjjlj oJUx^dl OLV jJl 

Lg^JU^ oJus-jj t 4jjU±l^I jilLo ( Jp j ji*JU L^-jJ ^U-l Aijilj t JlJ ^yj l^i 
o*L* jl juj ^^jU^ J-dj-^ Jl ^r^l (j— ^ oJLS" ^jJI Lv»UI i^Ul ^ 
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O^Jba-a jj-AJJj iitkJl jU-u-i ^\Juj\ *\ y>- {jA i-w>- jUU IfpL^jl 

t ^ jjJl w-JL>- ^ aJ _^JI ^Js>L«u : aJ j jiJI ol jJJI jj[jJU aJu_*J a^jIj-o 
a^jUiji iJj^Jl J ji>o diJS a>^ cJtfj . ^JLkJl e-JU- ^ l^J! a^U-I ilJULil j 
^ j j! ci~Jb ^ j . a^oUI itAJl Jjji jUwi» ^ ^5" <JUsu 
A^^^JI i-JUJ^I oIjlpLJiI Jl ^LJJL a_JUJl Sjj-MflJI ^ ojUcjJl 

oLi ^ olSj . (Syndicated Loans) W^ll j! aS^II ^j^l jj^> L^>! 

4AjLa. Aj^s£ I4J AjjUcdl lijlJl ^ p->e-*S> iJLP i^Uail^l aJ^I oJlA 

S| . ^j-s^sU A>j Jp A^Ul i^Ul ^lyiij tA»U 4jL/1j JjjJl (j^lji^M ^ 

. l^jblj aS^i^Jl! (j^jj^l £^ ,y SiUJl 

i^UJ ^jUcdl ^j^Ul tijW^^l j-^i (fill ci^l (>^l ^ 

ii^Jl jjia^l I1& jLi ^ OlS'j . j^jSi/Vl S yhUp jLt^l ^ ca^UI 
y ^^o-*^ 01 dJUJb CUpUal— I j cAjJLSJI olkLJl AjUj ^ otA^I AjjUelJl 
. JUJLJl aJ^II JlJI&JI 1^- ^^2? ^1 l-~JI f I Oji ^all JjjJ* ^y>\ J>i\ 
^j^j cr° ~°~>J^ ( Euro Market) «3^jj^JI» jUp! <j£«-ij 
. oLs^Jl jup J*>U- A^Ui itAJl Jjji ^ l^Sj jj^> ^ 

. A-j^uJl aJUjP Jjji Ja^J ^ A-^L^I Ol Jl oi jjJaJl oXa O^l Jij 

^ "/.Vo Jic S^iUl oljU^^flj aJUJNI oIjlpU.1 cJIS" JjVl S^saJI 
J Ut tAj^ail ^j>U '/To Ji_p~ J^Uo i%JJ JjjJl Ji^uJl 

J5" ^ "/*\0 JlC AjjUcJI ^j^l . C-^wslj Sjj-saJI 0~Jjail Jii tAjbJl 

dJUS j jJiJ oabjl Jj^ii ^vsiil aj^ jioll aJ j-^il jiJi ^c>- 

A\ ^Lj nv^\ ftp IjLU Ao 3 r Jl nVA f lp jMj^ jLlo VY,o ^ 
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.IjLLo U V c^- m\ ^LJ! ^ 4Jj> Jl J^jj HA* IjLL, 
OMpI _pl J-p o-jU-l iJjjJll la j! y>Ju ^ I JLJ t _^i t Ail till o ^jlaJI Ul 

j^l J ji jlS" j . JjjJi Jlil ^UaJl J_p L^U-vaj a^/VI dJLL" cuS^J JiS j .SJujl^- 
. LjLs^Jl ^jjiJl ^>b>. ^ j-^^iGl ^UeiJI jiUiCl^l j-a A^jVl dJUbJ j-^L^. 

L^> jwai^ j coUl ^^Ul Jjji JjVl jjjJl AjjU^lJl iJjJ^Jl C^J jl Ju_>j 
OJl>- j JJl3 . ^Jaldi ^ £>-l ^ I ylo li jlJl oJU JL^ t A^LJ^UI liC yjl .>% 
A^S»l>- 4jW2j kiUi t_-^>t—JJj . jL^S AiL- ^cj jZ A«SI jJl Oo«ij LoJllP l^ij 

l^ii jj ojIpi ^1 ^*iLiJ L^s> j ji cJJb Jij . aUS'^VI i3jiJl ^ xLp 
^-jj-wJl J_>-jjJI ^ jJ j . L^JLow^Ij <jl>\j-a SJ_p tt_AijjJl dLi j cols' ji 
jjUcdl SUryi» aLJj ^ U Jp ti^b Jj^l dkJlj JjjJl JiiJt JjJUwaJ 
olia c~>j>-j a^jIjJI i] jjJl ojl^M «al^JJ uil ^Vl ^j^- <j-^ j-^1 
^ d> jUi! t-^jJ j! L> ^ jl cclUJ . jlUJI *UjI J5 ^ & >S/I 1] jjJ! 
yd] p->cj>- ^pLJxjl ^ dUi ^j^SGolj L^jU^I cJ jl JU-> jlJuil IJLa 

^Jiuii ^ o^J • <2jLJI L^aU^I ^yi aJuLs^ A^J J,! AjjLx>-VI AJUaJl AjjUclli 
Ajj^jJl o j_a wUj (Jlki A^Ul i%Jl J> I Jl AjjUcllI di jjJl ^ jl 

oljb j!>L^ JjJ-5l j^-^l jiVl kLijJl J ^LijVl J jLj ju^p j . Sjj^il 

jJa}\ ^s>zs^ Jp aJ.UJ! a^jU-I AJjjJd! A^.jV ^^J^JI ^IS^JVI (jwj to 

HAr ^UJI ^ Uuj ^^i^J dUi5j jNj^ jLU <\^V ^JU HAY^U 
Jjl^o 'jlip dUi Jl^j JlS'^j IjLL. A*^ JIj^ oAL o^>- '/.\ £,1 aJj^> U_. 
. \ ^Al j HA£ SjcuII S ^iaII IjLL HI oj jiS ^ ji^ Ja^ j 

Uau! p-Lj ^ ^Jl aJUJ^I oIjlpLII jl t ajjU^I ^j^JI jp 11a 

I ^i? ^ JJl j-wjiCJl ^JcJL LgJiU5v)lj ( _ r J dJJi j (.aJjjJJ.1 A»jl ^ 

J j-vajnJJ Ljj U=> jji ^-w 3 ! JjjJl Jilll t3 (JUjMI jl cilii . JJ> ^ 

w 



£0 JUjV! ol . a^jUJI OjjjJJ aJ jJl>- o^UI jl aJU iji y> Jj> 

^UaiSlj^lil oL-UJl J jbi (^^^wa: ^oDjj ^Jil JdJl ^IjJLj Sfl 

jjJalJl 6i> j . aJjJAJ A-abJl Aijljil A^jL-^ j oJjtiJl j-k^j tJjwaJl j-*-^ Jl* 

^ q^j IJuJ^j- Ip jJ ciLJl oJl>c^I Jiii . JjjJ! dliJl jlM ^ a^Ju 
^jjll ^Ij^JL aJs> j jjL* oJjs. j . aUJL^J! oUjst^l j^j y oLJUlJl J jl 

a^L_, L> jl ^U-l ^LkiJi Jl ^5" ^Jp jl a-Ij^j 

jU-^SM ^^waij Lj>-jL~L| SjUclJi jij^j A^JjJl oLjJjl ^ ^JaJl SiUlj 
A_taLlll aJs>I ^I^NL J Lo dJJS t__J.pl J . 4iUaJl jU-v^l Us jw^i- j 

^ aJU> i jlj-- J_p J jwaJ-l LaLw*_*j Jj^ 1 dilJl j Jj^l -^-^1 (JjJ-^ 
iJlaj j . y^l A^Jadl aJs! ^xJil JL& <Jp jZj £r^l Ui^JaJll ti-^l 

. JLslaJl JL*- ^1 oIjpU.1 Jl Jcul ^ aJ*I jiJiNI JUaJ ^1 JiJbL.llJb.Ji* 
oiLg-ji <Jp J j ./? 4-L o^U- ^ aJs»j _^JLo a-JL-JI jilvail cu>^-stf>l Jii 

Jp Jj-sA->JJ Ufl jJi dJUS £-W*lj ■ Jj^l J^JI cJjJ^V ^ 4jiUAl5Nl A>_^jJl 

oUJbU c<wo-x>4 IJl$1a j . (J-jjLj (5^L5 jLUl ^ aJ jA_>- S^LpI j\ ISjX>- * Jj* 
^\y\ Lf»L»I cu>-iiil d*jjJij (ijJUw^ail cJLiii lil t _^i . AJoJil i^Ul J^- 

Jp c-iCJi jl j! c^saJ ajjUcjJI ^ j j-llLi . a-woUI ^*>LJJ Jjj-o-JI j^L^ 
ajw^U- Jlj^-^l ^Jajo. ^ c^*~J\ L^U tL*->. jJl olJ-pL-il L« I . oliw^Jl 

jixJ ^ Ji j t A^jJl A^cJl ^1^1 j AjJldJlj aJUI oL>«L*JL J-Lcu SJj Jsj j-L5 

Jus tciLI lil j . SJLSLwJl oLw>-jJjjJj^I j? oLf>-ji3l ^> Jsj^-lJl diiJ 

ol^t>U»Nl Jui^J L^ pJo ^1 AP^I <jy~ JjjJl JiJl (ij^w* ^ uJtAiLl jjiu 
jl ^U^r-Nl Ajj^wax j! ^-v^valJl ^>L Ajj^JjJl jlf^l Jj-^ jl tAj^UalSMl 
JJi jJ> iJip ui j^p Jl>J La . 41p jvj>-o jl jj^J ^1 V^.L«JI oLpI Jill 



^5UJ^I oIjlpUlI dJUiSJ co-Ulo ^p LjiV ^jl^Jl Uju-jl^I ISI 

jj^^ i-^-S/l oljUiL^Vl dUi Jbu ^^L, V c^Jj^a L^V L^,^J| 

7.^0 J^U. /Ao ^ >Ji JiJ S yiAJl J^U- c Ldl JjjJ! Jjj-^JI JIH 

oUiJjJl j! Jl Sy j^i! oUUa^Vl ^-JtJ JUII IJla . IJj^si] ^jjll} 

c HA* Jl Wo ^ s^l l^J cipU jiUJl ^ s^UI AjjUt^Vl 
^1 f lp J j^j* oljLU Y *V Jl J^J obJLdJl J^- SjJL owj 

Vjd-uJJ ^j! ur£* -ciO-^ 1 Jo^ 1 J^ 1 ^ ylj^" V LI>j ^ujJ 

^JU. ilJ^j yUl ^ JjL. LjlSUj oLolj^l jlIj^j V 

tAjjjil (j^j ^5" jJij £^UJj Aj^UalS^/l A^UI ^ ^j* j . S.}J_£ olijt ^ oiJbt 

^ i/f* p-* tyj iaI-^IIj ^lj jJJ UJ UiLUJl j UUJjl 4J_pJJ ^LjS/l ^ SI 
jl dJJS Jl «-*Uaj . ^JJI 4_^J^- Ji_* oLpjJoil jlj-wo J_p Ls_-_p us J_b 
.^Lw^Jl oUpUII jiv, cu^^I ^1 y^l^^l ^ kjjj oljUtL-Ml 

t/ 'l** - L>-^Jj^ijl JU^L S^U S^lil ol jL±l^I jU cl^tj 

.SjbVl jl ^1 

J cJlj U v^Vl oljUt^Vl jU tW^ljJl Ujil oJLa 

t> ^ • ^Ij^I Jl Ls^r dUi ^ . ^.Ul a^UI ^ ijLP 

^^"aj J^Uj! Jl s^jjJI OjJb^ N ^Jjbj .jL_^>U i^ULl ^1 olj^j 
^IjUi^Nl jU .ij-^Jl dJLb 

. v~JH SiJ^. ^*>U^JI i-^-Sfl ol5 ^^Jl ^ Jajy ^U-l cJ ^| 
jixiJI J VI ^1 jl >J| ^ ^2- V j juJbLl J U^^| Jir Jup 
JJ^Jj c^Ul ^1 Ol^cj jLi^Nl J> a\±* ^Jk: J& .jyrjli-l 



11 4^2j>- oiLjj ^jU-l J| Jill J-vfl jl ^Ljj^i Jj_p*iJ ot>L^Jj 
£-L* jy^>^} J^lj^Jl oJla JS" oil c«> ci-jJsjJl oUj^^il! ^ JL*is»-Sfl 

N Jj^ 1 cy Jl J*^ <y ^ LJ>I til 

^ Jala 7.W 4~*JJ Ojjt-I ^Jl b\ Sjijlll fli j^l £-*s>jJ 

0 Ju& jU c > <W j \ <\A*\ jj> o ^1 5 ^iUil 5J jjJl SjjUtL^I oUiJixJl 

^Ji^ oUU^N UJp dUij 7TT Ji f u ^>>H o>i W-l 

dJL> J jJ- I jis> Lgjw j jJl 3 jiiil olJb L5 x^- obJUill -Lip ^^l ji Uj 
j! L*_a_>J.I LJj-^sil j j_2Jl yL^- J_p dLb j Lg_p| jJl cJ!>Ll^I J-p SJUl 

J» JjJl)! Jjj-ojJl Jl j-xl 4jJug-ji Uj ^^^JJ J^-*^! J_p^l I -Lfc -^jJJ ■ 4J^bJl 

oIJo-jJI Jl^oVI JU&l oljilj JSL-»j ^ 4jj»L*= olj^iJ c-j>=i}I vLJb- SjjJ 
JljJ^I oIa cJjJ- Jij • Jij^ill ^ ^lJI olJb-jJl JI ^Ijxll ob aJUI 

OjijJl jl f- jJLgJl M oj jia^a 35^j>- JJ ^iCjL>l jdJl ol j-Alil ojjfc J*AJ 

(j\ <Jcl^> j ^jj^JL^il JuJL>tjJlj J-UU *l ia-^j i-L>- i^owsJl (/^l 

j. jl 4JU 4_«^<J_fl LgJ J J-^-J CoAjJ-^ obi <bui J-o-4 ^»J-J J-^ 

. oJu Jb>- 

^ LgJ i ^1 ij>JJ ^-l. UJl aJUI o^j^JI oJla j! JU-lj 
jsjb- ijP-U L^- M tUUJI Jill JljpJ ^ oUl^JI ^ 4JHI oL^-jil Sjbl 
^Jl j-o j\ y>-\ y- oljLSJI j-pj V'j^b ^dT^I ^jjJ-l j^p 6\y>*i\ j^jjj 
jU^-l ^ijXJl 4Jljl Ji il^J tdJLji -(Deregulation) 

cJjUa-JlJ ^U-vJlj cSJUtlj lJj+A\ oLJu_»Jl ^Lp k^Jl^aJl tSJJliJl 

t^jJOiil Lg.y3-v?.^ ^ a-p jjjdl oLoJi-l ^J-aij aJUI oL^-jdlj 



ol^Jl IS c3^1j t^^ail oUJl^JJ ( _ r <^ J J! JjlJu>- *UJlj 

. ^Jl . . . ^Jbil ^ ^l-ULilj t wJU\ ! l J^p ^LoT AjJfjJi (ilj^Vl 
XJljl 4^1 Ji; M 5 y>Ui £o oIa yy^l ^ oiilyj 

^yAj JsLtJ SJ^Ij 4^L*» Lllo-i 0j _^L ^UJl i^-^HJ t (Jj JL ^J L5^^^' 

. (Globalization) 4j| jU±l^I j aiS^j Jill 
lf* J-V-M <y j t (Financial Innovations) IMS oUlJb^l 

^1 OlJ^Jl ^ %£> j^Ji UL£iJ j j^Ji oL^L ^i J ^ail j 4JUI ol j/Vl 

^ 4-Jbl yJl ii-^ 0 ijj-^ti^J,! ol jiVl oJL& o^U- jJ j . L*_^o ^jj.^ 

olj/Vl ^IJJ^L^I -blyj . Ay^ j yj^Jlil oLLkla 

pU^J! ^IjJ^lJ ^Li U5 4 (Futures) «oLJLJ^UI» J\ J_Ji^ll J^UJ! Jl 
S^Lk^U ^^Jl H^lji dUij caJUIj LJ^ii oLU^Jl ^ (Hedging) 
A-.jL^dl ^ jSfl ^LijJl ol .(Risk Exposure) 

oL <ul . ^sLJ-l jl ^Ij^I o"yt<o-l y* U ^ (Speculation) 

yo-vs- JoIjjiJIj ^.J^-^l ui^^aJl jU_Ji oUuJ ^ 4jU->JJ Lsu! ^JI^L^j 

^s>S\ ui ^Jl jU^-l o^L^> yo ^jl yj ^1 j ol j/Vl ^ 5^5" ^JLiCiJ 
oljL-w^-j t (Exchange-Rate and Foreign-Exchange Swaps) JUlj-aJlj 
(Note Aj^vailj aJUI JljjVl jIjl^I ot>L^jj t (Options) Jul o*>U^Jl 
4-J jwailj aJUI oL^jil oJ-§_Jij . ^Jl . . . Issuance - Facilities - NIF) 
oLL" aL^l; L^LU^ c I Julyo. j U jUoo ySG cLjj^ VjlJj Sfj^ JjJJS 
c (Non-Based Fund Operations) J\ J\ sjjjlJ.1 jJ> oLU_JI 

4j>-U-I jjjj J_aUiJl ^ jk^ ji: aJU ol jj>l oLv^jll dlL" o-pJjul IJlSCaj 
ol jUjl^MI ^JLi;) Jl^ ^Jl c_jLki: M 4JU oUjJ- j! t jl^ ^JL JiUi^-^l Jl 

.(£ji . . .yai ^l-^ji jupIj c jiii ^Jij 



u-°>- jl <y ^iil tij-JJ lJ j jJUJl j 01 <jUJ oJ> (Bridging Finance) 
^ Syyll aJUI flijS?! .iJjjJl olJl^JI J^U- ^ SJb^l «GU-L^i 

oIjllJI IJuJl^ j 4 yjjJl oUiJl (31 j-V ti j^ 1 j-*^ J 1 (ii Wl ^ 
^ ^lil fUil 4^ ^ l*i)L. OjJi c(Euro - Bonds) ojj/^l 

jj5jdl ^UJI J, tg-«^~ jJi SI c SJuIji* u*^ jaI^j jL^i (Euro - Credit) 
0l jii <>• <■ ciUS ^\-=r Jb • jW- 3 ^ * * J'^H 
JiJui^l ^ cUJiil oljiJI J fUSfl Jl iujjj^l ola^Ji 

c c3l~Jl IJla ^Jj .SJuJlp- oljla-^L LgJU-T cua^l^I ^1 oIjj-JI 
^ oIjlLo- JU-T J jJl^- ILA\ ol j^Jl j! Jl a!j\>x£\ ol ^Uiil 

4^.U iiUsI jXJLu* oJlaj cLjjwv- j^ji jLL> Y * » Jj^_. ujjjj^I <3j~Jl 
^ J l^JU-T ^1 olJiJl Jeji SiUi Dip ^ 4iSl iS^-U-l oljlJ^)U 

. (Jj-^l 

51 oJlaj /'^^JIj JLUSNI ^J^ 1 o^^-J 

^1 y VI (3 <uSCLu-j ci^ 1 £4^ ^iJ^J ^JJ-^ y>^^ 
IJla .^-dSL. ^3 <-^J^ olAi^Jl JjjJl lAr^ 1 

j^-Sfl Jlj^I ^ aJjJlJI AjjUli^Vl'oUiJuJl OjJi cJUJ.1 
iUS^dl oljU^-Vl Jl ciUJ cjVji jLLo Jl^ H^i f Ul 



4^jbJl Jill Jl jJ\ ^J> ^^Jl j^jJI J^UJl (i J»L£J ^ Jujj Uj 

p-g-^l »1» —j ^^o— ^ t" jj-^> Jl «iJUi l5 ij>- tUj^p JjjJU 
oUUa^V! j~£u tJUJ.1 IJL* . (Emerging Stock Markets) «SJLpLsaJl 
Jl i 4_^>jj^ Y * pjbL 4_^>UL| (IFC) SJ jjJl J-,j^jJI 4-^, L^_^ ^yJl 
oUsj^Jl ^ 4jjUlL Lgjbl y oUj jJl oJla (3 jij J| c a~oUI JjjJl 

(_y2-*-j <y i«Avs (3 ji J-^J t(OECD) AjiUaxSVl A^UlJlj JjUjJI ^JaJwo Jji 

liC^I (31 j^l ^ (^ijAi\ jjJL LjJL.) jU±l^VI Jtftp JjboJ .oL^S/l 
c Jlji)l Jp */Y*o V^l oljxJl ji5 U-Tj iuLJ^I 

^y "/. Y » a^_«J c5r Lwu j^J j oJjs^iil oLVjJl ^ Jaii y.Vfc a^J ^0 aJjUIL 
t^ijj ^ ^-4— S/l Jlj-^l jji ^JiUj Jl oULa^-Ml aJLA ^^--ij L-S' . jLUl 
y Jj|Js)l ioJ cuipUaJ tobJUi]! J*>U»- ^ya .Jill ^jAj j-^J diU5j 
0 y> Aj>-jjil olSjjJi i*lp l_jLpU^J L5 coyi _p«J oJIpUaJI oL^jjJI oJLa 

£j-«^1 (Market Capitalisation) J^ yl) aJj-~JI a^-JJI oitajlj tSJb-lj 
(Turnover) JiLjJl oMju^ <jl ^ tol^ jj_JI 

*L>-jjll oLS'j-JLLI Ayj_«Jl <Lo-JaJl 4-wv«J 0-*-4jjIj c 0 jj* fj^juj\ JjL*_o-> C*-*-Ajj1 

"/.I <ya JLs^Vl ^yjiJl ^j^JI l^tU 5JjLa-o oL^jjJI oJu ^y J jIjjJU 
aJU-p ^ l^is^i y oL^jjJl oJl& oiUx~»l Ji j . \ ^>Ip '/.Yo Jl \^A" 
l^Uij Jl aJ^Ij a-^111 £_>jSll ol j.uJI J^U- j^ji jLL. o* ^ ^55"! 

^ <W ^U- ^y j .aJUIj ajjL±l^I j oL^jllj ol5_ r Lll ^ 

^ Y « ♦ Jl jJ- ji jLLo Y * Oilj oJbJb>- ot>LjJ tjy>Lj oU?j jj| oJla 

. \ ^A* Jaii jMji jUU JujJ rfij 1 rtJ^Jl life jl LJLp 4^5^ 

^^J^-^l j^tL*woU ^>U jji Uajl dUllA JlS" toJlA A^oLJl JjjOl <j\ yj\ Jja JuJjJl 
A^uUllI oLvfjjJl ^ L^lwb>-j A>-jdll jU±U^"Vl JjiLvC Jjjif (j^- j\ Sj-^La Ul 

diilLfc (1)15 \ c \'\> ^Lp ajL^JJ 4j| Jl J ^iJ t jLlJl IJla j c JJuJ j ii 
a^LJI JjjJl oL/?j jj ^-*»l ^ I .,rt> .,^? Uji LjLoii^»l li jJlLms? ^ o * Ji j>- 
LSO^jI jLkil Jj> o_pjjJ ji jLLo \ Y J_p Jujj U L t =La.J^ jj jj_<^ 
Jill tjlj-uxl y ^^Jl j^Jl IJjfc cij^j .Lijilj L—lj <J jJJI LjjjI j AJwJ^I 

Yr 



^UU ^jUt^Vl oUiJdl i >u*l! aLojVl Jl vUl J 

. jljdJl oJla Jl 



^1 Jl^Sfl j! Jl JjjJI dJLJi oLJU^I ^AJ JUJ.I IJbb 

"/^r S^L-j-i c ^ jLLo WV oJJL a^UI JjjJl Jp cJuJtf 

^ajjl Jlsj .jAJI ^UJl ^ '/TV aJ o^jl cilil mY flp ^ Lyu 

O-^ c fbJl Jl!* ly> Y,0 ^ ^ ^ A^liM oljLj^Nl 

^ * . ^JUij r u ^JJi ^sjjii mr r u ^ ojjU 

mr ^ j^ji jLL. j^J a^oLJI JjjJl c^Jll^I jlsj .jNj^ jLL. 
r U ^ A^rMl oljU^Nl ^ "/To JiUj Lo J\ ^ j> jLL. tV J_,UL« 
(3 j-i » j^r J J! ^^-i Jl ^J=^> c*^>- jj j i a~*.U a^J <■ H*\Y 
oUlkS Jj^c ^ a>UU J^L- l^Uk^l oalj ^i)l aj^>UI ^iyb M 
oULLai Jia c ^LjlmII JjjJl ^J> a\oL«JI oLplkill {y**J> ajLv^ JjLJI ^ oils' 

Jl^ij Ja*-j\l c3j^l jAi ^Jl. llks~%> ^Ujj .JaiJlj O^UaJ^lj JJiJl 

^jjj oUiJu ^Uai^l ^ (^U- ^H^Jl JjjJij) fl* Ji^H 

^}\ S^UI oljUJ^I f ^ OijJL* J^ ^ 44^U»I JI^SM 

Jais j^ji jLL _ JjjJl dJuJl ol y„Jw^ UJ? _ cJcL cLj- o 
^Lp y.YA l^u-J o^-^ ^tJjJl Ijjh jl ^ ^ jJi ■ ^ ^ ^U- ^ 
ci^Jl Jl Uuj ^ AjfSfl c^j. jLL \,o^ *J> oJJ, ciiJl H^Y 
•/.^ ^JlJ ^UJI ^ <s~*ri\ oljUi^Nl JLsfl ^ Liy! JL^ij Ja-jSlI 
cuiSLi L^ULI ^j^iJL S ^Lil ol jU±u-Ml o! aJ^.^ ^ cJaii 

.Axkil Jp A^Jdl Jl ^1 ^ "/.Yo 

JuJLxil Jjj^j (Privatization) «^UJI ^Uaill L ^s^» ^ UU S y*Ui jLiiil 
^^w^Jl ol Lip CjiUJl jlkil ^ JbJbJl ^ ^UU ^LkUl Jl aJIj^j ^ 
Sjj^. c^U-l giksJJ oIjl^jJI oljJ ^jJI ^ UJj JLO! sj^- 

oJia ^Uapl Jl S/^ j ^U-l j ^UJI u^LkaM ^ Vjbl jl l^SO. J A^jLtlL 

Y^ 



UJbo Lfjb\ Jl c _^Jlj ojbNlj 4JUI y^U^Vl ^ ^5! Ijjii olJl^Jl 
A» ^ j| Jl UUJ! oUU^I tjUJil IJla J>j .^UU glkiJl 

aj>-j_<Jp £V"Lh ^-w^ll! °' _^~Jl Jt>U>- cuiJio Ji ^iUJl *L>J| <^LJbj£ ^ 4_jj:> 
V^l JjXil ^ .SJbJtp JlOl ^ULI pLkiijl Jl vj^-I V 1 *^ J^xd 
^LUiJl ol5 jJ> ^ IS jj, Y • ♦ * ^1 ^ <M* ju^o ^ Ujl^j 

^ 4_LU a5 ^ £ 0 * jS\ c^SJ jJ j . "M* • S yiJl 

jLL YA Xjjj U ^ ^ a^J^JI 4^UI J jjJL BJ^UaJl (jlj-^l 
.p-H-Vl oljU^I ^ dJUij mY ^Lp jVjp 

jl oljpl J! s^iUI v^til ^jyJI UU julyil eUVi iJUl ol>«JI 

4_iUJ! Jlil J! j^l ^ JjlJ-^JJ 4_LU j j^^i ^J) 4JL0 Jljjl 

kX<*£> Jws^vjJ SJbjJ-l c-wJL-^l j^-t J-*-* j . (Securitization) 
.(Asset - Based Securities, ABS) obp-^JU sjul^JlI Jlj/Vl JbljJ 
^ (Pools) oU^ oi^i ^1 j/Vl aj^JI 4 ^ <Mn 4J_ ^Ji 

c^L sa>ai oL^jJl ^ iJUisVl oUlkJl ^ £LiUl Aojdl ^JJI 

(°0 Jb '^AA ^ jVji jjJb U Jl J^sJ £_L1I IJl* ^ajjI .yiii 

oLV jJl ^ j^fji (A* ») Jl J^a^ ob^jjil SjlxlJlI JljjVl <q^- 
^j^-ty (^*) t)> tJjJ>*ij -JU-I Oj-aJ! ^ dUij Uj^-j EJ^jdl 
Jiij .iiC^Sfl cj{£jJ^\j ui jUiil ^jj JjjjiJJ 5JLUJI objj^jil ^ jVj^ 

oJ^-UJl Sj|jJ-l r^A JLp ^j^w Jp 4jL L^Lxj k_lvaL> ^1 c obj^-jil oJLa 

. (ABS) ol^j^- j^JJ (31 jjVl Juix^ L^o jlko cij-^. ^1 

UIJ 4jjU*J1 JjjjJ Jj^J Zj^SS] A^Vl j^" SJbxill iSCJuIl ^ij 

Lbws ( ^ A) JIjj^ J jVl 3 j— Jl ^-Lj SI . iwajkAil oKkJ.1 ^ j y Jjjj^ 

. oljL*Jl ^ jji (3 t^U (°Y)j c aJUij^I oULkJl Jj-^ L-LJ 
To 



Uj tio^jJl iikil cJlS - Ui til* L^jj ^^-j ol^-^J! Ix* 

aJlp AjU-NI JjUj— Lo 11a <pL*aJl ^ JiJ^ ^>hjl* l5* 

. jjJl oIa jlSjl C^il ^ 

oLj^j yyJI pirtdl :Lstt 

ei^LL^i J-p cjLgJrl lift olJul U >*JJl ^Iji olj .ol^Jl UJ^ 
ol^kill cjL&JI j a jhwsJI Jp SjJJ ^ t jJ>Aj >i ^ *-i 
V caJjIIj ^yJi yaij iaUaftl a^UI Jp cuU^ ^1 ^*>L-Jlj ^-Ull 
^ dJUSj cl^J Jij^Jl Ja*J j Jlil c3l >-t J-*S ^1 dil- 

JjJlJl ^ AJ^ail oIpUslaJI fcjUiL stiJl JbJb>- <^yJi ^ jA\ ^slaJI OjS" 

oL^I Ji cl^Ul y Jj! ^ c^yJI ojUil JuJJ ^ 5^1 

4ikll ^ oj^j oi> SiLw- olS Jj^j ikj-L; 4^y> oLoUz^l ^ J-^j 
U ^pU ij^jj iLyJl ^yJl ^jpJl ^ JiS xIp l^j Jai^-I • 

oUiJGj SjUdl S^Lj ^jb aJl^IJlI j^Jl U Alp oJj'ISci . UaiJI Sj^aJI 

j Ujj^ jl Lu caJjjJi yai >i >i ji ^uii ji^Mi gj^i 

4i>u jjjJi ^ vjW^i J\ -^J^ ^J^ 1 SiU l 
Jp ^1^1 Ifl V ^JI & jl\ - v.^ 1 ^J^ 1 5 ^ 



<U>- y e^U-lj jU±L^I oUiJUj j <JaJ.Ul ojUrjJl Jjj-C ^ jS\ jji 

iJjjJl til VI ^ A^^Jl OjUfiii ^jLjj oJLpli cixygj I _ / Jaj aJ j~Jl (j^ajLs 
<j£.AJlj AJtf aJ.UJI AJj-vall ipllvaJU jJpUI ^^^w-jil jUs^J I^Jau j t 4f>- 

aJUI oL^Jl J! J jJl j-jlpIj . jJsUJl Of j^iUIl ^ olS" 

(jWj^Jl 5-15 jJLU A* .../all oi_fc O jijj . A-iL<s>[ o^-fl a\JU_*J| 43 jjdl JJj A^jjJl 

edpli olS a-j^JlSNI oli^UJl ^ aSCjJ Ijuiia j A^yJl J! j^Vl J[ Lw<J tA^Ju 

C*3j ^ OJj ^^lll 4jj^>al]l oJ-A> jb J jiJl jjiCoJ I CjULS^I ^a j . aJL/3 

Jl j^s^l ^ ^l-^i^j i^|jLl?-l ( y& oL«^»jil sJla J^>P c-l u Jj>- j j^j ^jJl j 

J| ^1 J-^ ' (jJj^l *»— Jti-I (j-a O-sutijij . ^->ts>xjj 0 jil«*>a 0 jJ jj A^JajiJl 

JJi oLiAiJi j JUUl ol JL? Ij--^ 015' a^jjJJI lJ jUail Jp ^UjlpVI jl 
^p oj^p aS" aJUI oL^-jll jL |»Ip cji" <Jp . A.tJaj aJup 

A^yJl jldJJl ^J> A-^U-j y^Jl ^L^lTiM j-*jJl }iyC ^J> ^U> jji |»LiJl 

. tj^jjjJl ^jIS"^ i^jL-jl^I Jl i_->jjJi jj^LAl Ujjlp . Ij^J Ji^l 
tJ jL^JJ J>xJI jL^J^fl ^ |jbju> 4JU=j^j oliJUiJI JUp t-ik,^ j 

oLajJ-1 4_LaLi0il AjjyJl tijlwail ^> JuijJLa iJlP (, L&JLLP 1 Lb SI . 4*Jj»aJ| 
. £jU»l ^ tfl twJliCi (j-^Lu A;w^J ^jl 4JULI ji'ljil ^ ^»JL3 ^ij-a Jl A^JLSalll j 

Sjji ^1 0 jJs^-\ Axub ^1 y> £i jj JJl ^JslaJI AJJoJb 4JU- ^il oJla OJ-jX Ji j 

t_AswaJl jsil y> (_$jJL>JJ oL-Iji oNU-l ^ J • o ^Jaij 

t^jj-^ iaJa^nl) A^uS" O ^1 olJL>-Sfl Jp Jxi Si ^5" jlJl ^yli . SjiJlj 
SiJb>Jil wilJjbSlI xbw S^Juia JliLiL JjjJl jUjj^l aJUp oJu^ j 

jl tL> jU- ^jji (j-^-Uj dUij t SJl>- ci^vsw JlS" I^JLa^ JJ LS *~*i jli" 

( j^a*j d*-«***<l LoJuuj (, eij^j-o 4-JLa oL^j^o ^ ^1 j-*^ jl 1 Ji"^ <w-jISCu 

fcj jL^a cJ-o-p co- jU-| Jl j^Vl ^ L^JU-p! jUjN 4joIj oLS" ^ i_i jUail 
li;^ dUi j U j ^jj.-^^jJUIS' jljJb ^ A^ajli olS" ^ (J -^jIJ <Jp ^ 
_ aJUsJIj 4_oL^iiVl JsljI j^Jl _ Lit jJti-l j ^jjLJI c_-^J j . t T Jl_ r viJl ot_oJ 
jl b>-U^ jj-J j .jU«Jl p-Ijj U jLiiit>y ^\ jk^A £j ji\ jLii-l ^ L^fL*.l Ijji 



TV 



cu^-c^fj . Jwws/suiiJl (JjSfl ^>-jjJl SJ^dl iiCUi! 4_^?U-j Ljjjji <J^ 
jS" ^1 Jj^ jj*£>- Jl 4jJikdl ^JjLyail oUi JS" dowb>-l ^l jJJ 

JjSfl J-j^JJ aJ.UJI aSLaII c~~i; aJU_p culOj . A^^Jl ^-ijUali £ ycS 
ol^L JUjf a£>-M ^ ^ Ulkwo yy^l ji^l <y ^>j^l ^jjjl 

L-lSUJl ^j^I jlJJb j^j cdJL^u-LJl iilaifl oUL li jJ>j tl^p aJUJJI 15" _^l 

0 Jla <jl Jl ^ \<\/\^ - \ <WA S^iJJ Sy yll ^1 oLkxll oU t U^i 
jU-^l jUJjl ^! J_p JJiij JjjJl ^1 jiVl JpLLJl ^ c^J>o Ji ^jL^il 
dJUi Jl^j L^jJJ ia-jfc 4 HAY j HA\ oL^Vi Ji j tiaiJI 

^JUl Jl IJL* JU! JjjJr! .HA' oL^ Jl ^ 
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.World Financial Market, January 84 & 87 : jJu^il 



«Ljj^JI J=>j^JI oU*w<jI t^f^i, 
aJUI oL^jil Jjl* «^UajJI iiJ» cJlj L. ^Jl ajl^UI 5JUI oL^jll 

<U^i>- ^ ^t>sl5 j Juoj^j jl LvIp (jyCJ (5-111 JjjJM 

(Globalization of Markets) aJUl Jl^Jtfl «UU» : JjSfl ^Jl 
L^-pI^j! J_p oIjUJljl^II j JIj-o^I JJJLJ «j^j-s£» : A^LiJl ^>_^Jl 



ULi^p U5 5JUI Jlj-w-Sfl 5^ J^ji- <^ IJ^j (Deregulation) 

^jj-aJI IjLjJL^j yai o^L*Ul! ((j^j^J)) :^JUJI L^JI 
£l jf\j ilJLp! Jbljj S ^IkJl oJla j-^ju" ^ j^L-u Uj . (Securitization) 
i^Uii-tfl 4^-~*Jl JU JaJLJ oJti4 ^1 5JHI oL-~-jll 

jjpLu*j t (Universal Banks) aJL»UJI iij^aJlj c (Investment Banks) 

JU1 cui'jU ^~JI ol ->j c (Investment Funds) ii^^ii! jUJLl-VI 

. U jJ>j (Financial Supermarkets) 

iUj! olS ^ tjjj-^lj Jill jiU Jp J t^PjL«l4j aJ^^L. Sjj-^aj 

.JL*W3 JS\ Jpj c OyJl bJ-Uai A-^Jb 

^jjJU iibUI ijljil ^LUii^l Jp ^LJl DlJiL SjJi j! U-^lj Aia 

.UU1 d^jJ-j iUsi^l SjbJ <^ ilfi u^\J\ jij*** 

^ Oyijco ol^udl S ^ ^ JjSfl o! j^Jl J^U- c~*lS toLikdl 
j&Jd c3j-J! *Urfl jj^ Jp I4J o^j ^j-^llj <^U*3V1 j^U^U 
ck^J cA> ^J— ' t ^ L ^ i iP^J <ij-Ji Jl 

yut 

*Hji- j1 ,#1 4*4jJ ^1 jUaSSfl ^ ^Ja*JI iJUJl jl v dLi N Uj 
Jok^j tJ U^U ^jj^JI ^JUI uyte iJL^i 8yu 4 iLill ol^JI ^ 

ojljit a^jUl ^U-l ^IkSJl oU-U^I Jojij oUjijil ^ i^i-Jl 



. aJU-I yUJl L^Lji^oj iojUJl jjjjJl loj}*- cj\jjj*J> JJ 4iUj»VL co j^ll 
^ JjjJI ^S^l bU- LibJ jNl <^l y t Jej^Jl cJLUJ! dUi fUl j 

^ 4^jjAJi AjjUxlJl tijLail t-jUx^Jl o y>Q? JJ AiL^y[j jiUJl ^yj SJbJLP jJsLo 
|»Lp ^j>-I JJ oLs^/L t LgJ ^jU^iJl l_4-ys»l jil oVji*_« JJU j 4*jj-*JI 4 S 
JjjUl ^1 yNl oVjlx» ^^JUJj iu^Jl J jJlU 5JUI oU^ll 

F-LtL^L) ^uj^Ji iikuJii JjL 2cJL c^.^j ^> 4i.kuJU AiIi>J.I AJlSLiL 

•>jlj-* ^yaAiJj tOuijjil aJLoJLjNI jJaUJkl olS J-lsLil ilJLP (5j^jju«JI 

. Jlil C ^NI Uj Jpj c f UJl ^U5VI 

aJUI Jjl VI If- Ji^J jl o^-i ^^jJI hjjj II ol j^Vl j oLoJLiU p-jJiiJ JJ 

(j^jjj «yl53l» ujy^l ^--ilajl Jjj^ 
SyljdJ 4JHI (jljjVL; 0 j^.! l^jbiiV ^ yJl ^ j<£lA\ fj yu jl JUL 

. JjjJl ^jiJlI Jp 

?jU»VI lift J 

«aJLj-<>jJI 0 jJdJl» jl» Jj^j jl a^jjjJI cJjLvail ^J^- J^j>ci_^-w^ ^LjiJ-l ^ 
IMS oUiJdl a jbj jlic^VI ^ |juy> ^gJi; j! L^Jlp i^c^> j£S c 

^^ail ^1 jiNl ^0 Lo l^LL^ J*>U»- ^ dUij t^j-JI jJ?^JI ^JUaJ 
(_$jj| Jjj-ojJI J! 4iUs>^L «i)LpNl» ^-soip" ^o-A'll c5 Jj_^JI j ^JlJuJI 

yiii jijjSn ji 



cupj-i a^jjJI oU jiCJ-i jj.* JbJbJl ji dJUS Jp jlpLvw^ j . a^jjj-JI L^U-I 
^j-jiJl dJJii'j <■ j../? ,4-1 IJla ^ 5JI j-J ^£Si oLL cjrV^J '(/^ 

U j . A^SCdJ AJPj-wJL LfLJL^ JwojJIj aJj>JlI SJlil (Jlj^Vb 

4 (Government Securities) fcl^l oIju— j oUjil Ji* t^LJl ^aJl Jl jjl 
^JsjJl ^ SJUl cjUjuU j JljjVl 4_£>L^» pL» J-^^ dLi *>L 

^-jjjjj (New Issues) BjujuU jIju^I oIjl^j ^ 4_5"jLiil JLf ^ 
Jp L^jJjJj 4 aJ jVl oLU*Jl SiU Jp (Underwriting) oLhsTtfl 

Slh j t ^1 y^fl j-p Jj^xil hjydl o jUail JsLiJ ata^ C)b ^ ^ - ^ 

.(Country Funds) JjjJij ^^Ji^lj J>il ^ y-il Jp tdiJl; ^li-l 

^JLw-lj oJpIS dlii toJu& j~A\ Jjj^jJI oL-}» j! La aJs^^I l-^j. . ^Jj 

n 



cr° q^j^ oIj 4_^U-| ji LgJ oL^-jil 0 Jl& t_Ju4 jl 4 a -JaM 

il^il Jjj^JI yjJL.1 Jl pj^JlII io^Jl ajjUiJI uijUil jtS^l <GU dJUJiS" 
jj^b jl tiUi pjuj tyjjJl *LJNl Jj^L^ jjUdL (Co - Financing) 
. ^ULI Jl j^Vl Jj^illj SU-I j tijUdl *jJL| l^&U 

^1 I4J x>jJ-\ JjjJl Jij^jJl jiU aj-mJ oJL^I ^1 JjybjJUl olj^kJl j! 
L^LU^. ^ Lfljblj iu^Jl ojUdlj 4JUI JljjVl Jlj— I Jp j-iL^j JUi 

. l^Loi^j L^L^L^aiSI j 

^jp^JI y^L-Vl cJJLlJJ tfJ J| JJLi ^UJI ^ cu^l jlU 
^ oj^il oLJUiJl ^ :L ^iJ! ^1 J| ^UUL) jJL&l 

(iji-II Jp yil! a^^JI oL^jll jjUiS J^iS/l pUjJI dUi5j (5JL. ^5bJ 
aJU jl 4-0 lj ipLi J_p c^JJl ^Vl c JjjJlj ^Oi^lj tSjkltt 

OJ^-J, o^Sfl Ol j^J\ ^ <u! Jl jl ^ JU N ^jwaill lift ^aj 

: 1^1 cUai L^L^ ^ 4.U oljjkf ^yJI jUaSVl ^ 

OJljiJl jUj JjCft ,Lkp| Jl ^1 jLkiVl ^IjJl ^1 _ \ 

|jjj» L^">\^P JSj*^ j[^J\ J 

JiCi Jp S^Lil oljUii^Ml ^jsSj cwl^l yiil oUiJcJl 

rr 



^JaJj Uh^il SJ11I Jlj/fl ^ jljWlj l^M* ^Ml 

.Jill ^LaiMl 

yiil OUJ^L; iva^il oL^jil ^ JbJUll * dlH^j . 

oUj^j (Market Makers) JI^SlI ^U* olS^SJlS" 

.dJUi Jlj Sjj-iil Jill £^ c-Jl^j S^^JI 

^ a jip J (jjJJti\ ujU«) vrjUt! c^bUI uSjUd j*^! - 1 

^ cp^ll IJL* J co^Jl cijUil JJfcJ. OUSfl 5^ 0! bJjj 

3JUI oljIM ji>J Jp ioUJl ^ L^l-^ c c l^ ijfj ol 

^Uo Jl aJjjJI Jill J^ J j^: e^>c, cl^rl^ ^Jl S^yJI ol^l yLJ- 
jt\ o^Jl cA«JLl Jl S>Jdl ^yJl j^Uil ^> S-o* 11 ck^ 
lu- jllj cJjUil *4^lj5 ciUl ^U-l OU^Nlj .oljUSs-NI .1* 

^ jp ijjflii ji^i ^ t j^ii co^ji yui 

u, j^i jis^i ^ u>j cijui oijm ^ jl-ui eH 1 sJ* 

lliJjj v-ll oyJl ol^l ol>L>l ^ f ^ ^1 c v*-)M i«j 
^JJ «^U^JD) JJA JuUJl ^ > 

olJi^l kli Jp ^ ! c3^< S^LJI ob>ilj 

^ JuJuJl ^JUJ (Euro - Kuwaiti Dinar Bonds) <*ytt 
^ ^-jJL. cuJL5 ^lj c V >llj ^jJj Cr- Vj^- 31 

L^jJu^l ^1 ^/^l j^^ • ^j^^^Jl 



oIoj^JL L^Li-l 5JUI (3! j 4^Jl oL. JLjLjVI oL^jilj 
Jij^ 1 oL^j^, jlj/Vl ^J^Jj j^jjJ ^bil oL^Jl^-Vl 

.4^ Ljjfi «4JU 4i>L^» JU Jl cillail ^ ^ ^jj jl c^ui^i! 



JjjjoU 2uJU^Ij axdL«J| Suidisll 



4JI jup {jJ\ jUU= jJI 



rv 



Definition 4^&Uj JjjjilS ^j^aa :Sf J\ 
ojjw? Ja^J Securitization jl^jJI jl Jjjj^J! Jill jl ^JLk^> t _ 5 ^> 

J-li>- JjjJ* (>P SSi j 4^SUJl AJ^^I jjjjJl Jl ^Lx^Vb Jlj/Vl J^v2jL|» 

ols-^jd) j^u- ^ Liu ^ ciUij ji ^ yui 

. Special Purpose Companies «^UU ^J>\ oli olS^llD) jl ((4JU.I 

JjL^ securities aJU Jljjt t y J dl dJUl ^LS jj-jJl JjjjJ ^ji^j 
ci*>\i^l Jp oC yt j OUwsj jjjjJiS" Ji^jJU Sjjdl j ajJJ ^1 OjjJJI ^ APj^f 

(^jO-tjil) ^wijliil ^>Li J-lPj -(^1 t ^LyS-a t O Vl 4 oljlw^ 4jULp) Lg_p| jj| 

AjJiJl oUsJljL) jjj^UJu ijljjVl oJlA J»U- <1)U tUjLJlji ^> jjjJllI eJLfc s\Ju^> 

ILU> aJL. cjljj! Jl LJj^A\ ^jj-lll Jjj-^ j^L. IJlSCaj ^IjuJI ^ ^£Ul 
^byL^L <uJU- ^ ^^11 tij-^ail p-ijj t Marketable Securities JjIjlJlJ 

L^>IJi-<JL^I o^Lp ^JL> A^?jjJL) cJljjVl oJlA 4-^Ul Jl j-aVl 

. aIjL*. Jj^I Jl ibL* Jj-^l ^jjJaJl 
aS" ^^iil ^HJI ^ (j^J-^Vl jw? jiil ^LS <J}U- ^ JjjjiJI Ji dJUiS" 
5JU J j-^l Jl ^j^iJl oi_a Jjj^lj S^^Jl ^JLil oli Syndicated Loans 
<jji 4_»jJliJl (3j-Jl ^ <_^ll ^ j-lll j^-^sJ- p Jjj-W ^ 4l5L» 
Jdj^ t-L,I <>* Jj . ^jpAS Jl ^ ^1 

J-*^ U-S"j cd^S-p (>ij->-T 0w» ^JL« J| ^^L-Vl ^ ^iil ^ Oj-jJiil 

Ijjb ^ 4_^» j-w> jU<2_* jl U- (j^»l ji^l oli oLS" Jj^ 5> u^" 4 ^ J ^-~ J 



^JJl JL1~J J*>U>- ^yzjJil a^jU SI t iJl IOjAp- «Jjjj^I» ^ Oj 

^ v-ij^-xll ^ Ajl U5" c^i^-^ail ^LkiJl ^jJ LfWii-j t^j^iJlj AJ_jjl1 

jU^I oLJUJl J-p ob j^- jil ^L, jl ^Ul) ^JLJl ^ Li 

oLJUjVI oJlj& (Hire - Purchase Agreements) J_^*>UI *1^-AJIj 

aJU! ol^^^JJ L^Juj^ j ^jJdl ^JUl ^J- IJL^j caJU a~^j^> <^jJ ALi-L 

aLU ob y> <Jp c3 J^ 5 - (>* c^Ls^j U ^0 A-/?liU ^1 y>Vl ob 

J_)jj>dJL) cu-aLi ^^J! ( *ju-i^j . 4J4 jII ^iJlj 4jj-*_s^> UJlj cJjIjjJJ 
JJujdlj ^ jil Spread J jUJl J-JU J_p SjJJJL Transferer 

Advantages, Justification & Scope 

0* * Jj*d chL>>^ : Jo*-^ i y2-^ 
c4U ^ aU-UI ^JJl ^ ipj^- ?-l ^ Financiers 0 jJ j-Jl ^Ja.-L..^ 
^ a^> aS" jU j! (Jji j.*) jl ^ Jjji is-iUl dibs' t aJ^JL ^JJ Oy 1 - 0 
dL^I Jl^r Ai-^i a, U dUi Jp aIi/VI ^ jl ^bW 1 
AiJui! ^ oljL-Jl JjjJ cij- ^^Uo f u General Electic 

Mercantile aS" ^ JJ oljLJl ^ &ibJi ai>j!I ^ ill l^il^A; 

. Credit 

UBS a5^ ^LJ diUS Jp JUL. ^ jl j c SjJlUiJI Jjj-*sJ1 Jp! 

. Leyland - Daf "<6 l^Ji J^-Sfl aL^ ol jUI oU^ 
Ujji ^yalij j Disintermediation AjjJiiJi aJUI aJsL^. jJI diiCiJ : III 15 



j^oL^ Jia ^L^j jj^Jrl ^JUaJ SjJ-Lo Jlj^Vl j^iUvJ ^1 dJUu J! 3^501 
p^ljlJ^L ^ jJL j^il fLJ Jp S jAs> Mutual Funds ll J ^ill jL±l^I 
oL^jil J^U- ^ ^jJlSJI aJUI ^L, jJi JI p ^>JJl jj^ oj-J! JI 5 

4_LU_* jt U^Lp Ji j^f ^jjj JI ^bJ- ^jJI yiil oL^jil 

diJi ^ oj5 ^11 ^sjUzil yi; j^Jl Jill ^1 j (s^Lo) 4_.US" Jh 3r z, 

j^k^J! L^LJIj^j (jwL>ciJ olS" j-*iJlj 4JHI oL^ojil 4_>-U- 4JL1LL0 ; twaU- 
oLL<>_*Jl ^ jjJlj Ojj-Jl oLUp j ciLli i y->j : L^ju^j jj 
(4jljil Ji-b a jiJl Jp S ^iL* yj; M ^1 oLL-Jl dlL" ^1) aJ'J^ 1 ^J^~ 

^Ju Jjjj^I jli diiii" . Jjj-ojJl j^Ua^ ^ SiLj JI aJL^JI 4^UI y^ ^li^ 
y. U^U^I j l$SCy£ ^yjyJl 4Jl5CoS idJbki! yill oL~-jil j *] yJU 
oij^ JI ^r-LJ-' ya L^a_L^ JUbj 0 j^^i 0 yi J^U- S^o ywJl L^LJlj^o 

(iljjVl JI ^ y? yJl ^ y> J j^Jl Xa3 : 4J.UJI Jill JI jj\ 

0%jJ)) i y£ ^J^-vall ^ j _^J1 CU^_^! IJlSO^ j t^lJl^Jl U-^ V yili 

^ _y^<JJ Jj-Jl ^ij jJs> JI aiSj^j Bridging Finance ^hj^- 

1_5^ L5~^ J p-*^ • ^J^' olo^Jl 5JLj^Jl ajU-Li^I OyoU 

asCJLi i^^ll J jLLl ^jUu JI ^UJI Jj^ ^Ijuj c oJlijl ^UJI Jjj> jji^ ^ 

Jjj^ CU>- ^1 ^1 ^ ik^B 4j O^l^ U jl5 ^Ij coIa Ajjjjdl 

dL^ill ^Li JI oil ^1 j Debt Securitization olJc^ JI ^-jULl j^jJl 
u^ - ^j^^' ^Lr^' LgiLwi V* 5Jl cjIjJw^j L^jj^ j^Vl ^iJl aLLoj 

°^ Ji ckj-^ (*^J 4 tiL*«^ll ^JLvaJ (jji ji) oU yjS j jJb o!JlL^» jl^U^I Jj jJf 



dJJSj eWorld Bank Jjjdl dbJl j IMF JjaJI AiJl c3j^ <y V-^ 51 
j^Jl Jp JJjdL] j . aJLp Jiio ^Ussil ^*>U>I ^-oU^j Xi^ ctL~£il ^Li JjU/> 

olL^Jl u-J jl Jl S^JjJlI pL5 jSfl ^_JLJ Syndicated Loans o«-^>*il 
j^ji jLL. o* » ^ ^iSl *Ar ^ cJJb Euro - Bonds a^jjjSH 

.j^ji jLJu ^ * * jjUS ^ ^1 Euro - Credit *S>ill ^j^i! g ^jUIL 
^jJI obii- JU-I J j-U- iJLill ol ^~JI o! Jl ol^JJLJl -W -JJj 

oljlJu^l Jl JUL *jJL bf tLjj^ jLL. Y * • Ja^w oi_* a^JJJ^ 1 
Jj-Jl ^ ^ LgJU-T ^1 oUlJI ol* Jjji SaU] UU> ^ d~>- oJjJ^ 

Privatization « c ya~^£» Jl J jJJl ^ jlo*JI <>■ y *LLLo : U^U 
Jij^J SJbJL?- j^U- jjj; c»fl II* : f UJl L^lkS ^ iu,lj 

j^p ^ jbJ ^1 l^l— ji JjjJI dUu oUjiC^ toUj/ll oIa 

jji olJC-^ Ji c^j^Jl ^ Jd_P^ 1 cr^J j^ 1 PC r^ ^ 4 ^ 

oL^jl! Jjj-^il fb* jJ^l^ «J-5jjjJl» ^j-L-l jJ Jl L y^sJ^\ 

. olS" ^-iJlj 

jij^Jl ^Ijl^-L pjgM l^yA yai oL^jil pUl JUil o-Ul :L-C 
Ja> j! Overdraft uij^LSO.! ^t~J-l j! <.&A\ ^jbU ^l~J-l ^ SbJ^ 
jU^I J~-£l ^ bjJ Ji ^Jl -U ywill JbJlj Credit Line OUiS^fl 

Jjj^ jLi tL^U J-^ ^1 ^iUI Jl iiL^NUi tJjj>Jl oljj-r* ^5 
JpI JIjj! Jl *5>i.l ^>JI ^jj^lj cLUp ibUI ob^jil 

OyJikdl ^^Iwil ^ 5pj^» 2pj^4 t-ilr «Jij^l» d$ co>Ut Ji5j 

jiSIjjJI ^ jji^-j j j j^iiwili t OjjJiJl J j-x ^**jI t ^ jiil JtAii^l Jl 

p-jjiJlj Ji^ ^1 ob^-jJi) SJL^il ybJl ^p>Jl ob JljjSfl yuii 

11 



jj-ow? Lfil ^J-P olj|j_y2»| (JjjjjJi o ^3 j Lo j_a j tJ^ji-l (JLoJLjN I 

3Jii^ ^ dJDij (AA) jl (AAA) Sjbuil SJUisVl ^Sl ^1 

4JLJI 4jLoJ-I j-J jJ (J_P j-vfij A^JLoJLjNI 0L0 jJl_*il t_^jliCo j t ^ j ^JLlI 

sjl^w. JljjSfl <y jlJLs^l Merrill Lynch c^lk^l j t^^±L^JJ 
4IjU- c-J ai jiJu^Vl jM Lf—tAil o j4-i! 4-~^jpo LgiCbi ajjUp oU j^j JJ 
. (AAA) Sjlull 4^ jJJl ^ 4jf Ijlp L5 ^>- o^LLSCJl j oUU-yaJL 

«jjjjiJ|)) J-siiJ Lft^i- j (j^abJl oli'j^j aJUI oL^jilj tijUail jU dJUii' 

(j^LJ-l <ui Jblj^t JJl oi jJl (j-JJ 4JI mJLjl^j Jjj jjJl (JUT Lai 

t4jLllll A^Uo ^UJo ^ cibj^l i>-jjJail Ob_^>-ji! ^JLx-a jV A^s-y? 

(_5^l (JljJ^I <J^ JLi^l ^° J^J ^AjJuJI L^UiJJ oUij^j J^llll L-owajj 

oljUbJl ji A^^aillj Gimmie Mae L^!>L5dj ^...o.yg.0 c*»li 

4JLJb obLijI <^>- j-o-j jji-ojo j^j yll jV oSLi-L L^JU-^- j t AjjUxiJl 
cr^J j-* cHJj^ (j/a-^a-'-ll t obj^>-jil J,| ^ysj j^Jl «J I-^^h 

jj-jj I j^lS* O jl-ilJ c _^j j-fiJl j_oLr_^i 0^ Aj J_Jo pJa>_) oJl&> O j jJaJ ^^l-^l 

jJ=>l>til ^ (((jjjjij!)) (3 ^ ^J-aLxill jj^-j t-iji-dj U-5 |jj& . ^ill 
\ Jil ^ 4JU- J[ (iljjVl ( _^ajR-> J yx£l Jii il ob _p-jil ^1 jjV ^Li; J>\ 

LvojI w-ijUJ.1 . L^IS obj^- jil Jljj_ojl) c^jJ ^^Jl j j_5J! ^ aJ 
ola-y g Jl ob ylll J^5l*J.I ^ ^JJij M j-^< eJjlyg.ll jl ^yj A-^iJ-l 

Lfi. jjJ JU- oLjj^ a^IjJ *y L^I jjy ^1 Cookie Cutters a\jj_p ^1 
j tjJ: ^ JuJbJl jU jj>- J| oL^^I IJla jls j . *>Lii^ 

oL^-l JiilL j-& j t ^ j yil J (j^o aj^UJI oU^j'VI Jsj^iib plijJl 



. JI^SlI JJ ^jJl iUi^l j\ £,^1 oU-L^I aLUx Jp JipUo N pJL-o 

jl toVU-l <_^2-*-| Jjjj^I Sjji ^ jy£ Jl oLJ^niJl oIa ^pjn Jij 
jl oLjj>ti]!j uijl>l! oJla JlIa SjIj| jlj tj^ljij £jL~ii! jjJaiJS 

oLJuxjJl j ol^-Jcdi ^.Iji J^cJl JJ oLv^-jii IjiU- JiCio 

jd\ j^kJI : Novation ^jJI 

JIjl^I J^llL t> .^J l^Sf ioUjiWIj JjiLl ^ J£J ^yLJU-l Ji^uJl 
^ J^*i«J ^1 l^li aJSII L^! U5 tSJbJb*- y-l aJUS/I oUjsWlj JjiM 

^j-oi^jj . Aj_}>d!l OjUci £*a-^>J.I aJL^jN! oliLkJl ^ Llll ^ JJS suj 

til J5CJ 4ia! jil t-JLkij Ajl ^ c-j jl^V! 11a ^ kjjwajl 

0*-*jf ^ J^iJl C— iLS" ISi A_v£>U- oJ_JLs-a aJL^-a tJ-v^S/i ^ jJLli JuP 

^jJl ^jL SjjJ J.p a-.U- ^Ij-aJ jli dUlS' .Syndicated 

OUisVI WSi ai~J SJL>ai aSOuI! ^ ^L^^l jUNl jjJLi jji^ SlUi 
J cJ-kj SI ^ ji-l a^ 0 o • ♦ ♦) ^ J£ ^JL^j Q^uli 
J_p ^UaJl U-i ajjUcJI oLSjAI Jp ajIS^I ^ ^jJ 

^LijJl ^ lili (Hire, or Hire - Purchase) j^^Ji ^I^Jlj jUN! 0 ^J 

^^{js3 { y r \ j . ^JJI £jUJ jZUj V ^Ls ^ya^ j^i oU.kuj 

twwJ^I IJla ^j^. aj^II cil Jil y c^- Transfer J-»^JI Jp apL^„ 
S^li^^l ^ ^-r^ 1 dr>5CojJ dJUi j bj^- jl US' J, ^jJ. vLS^l Jp 

LLJaJ S*uj-^ I yiUJl A^>- j ^ ^jJJI JiJ-^l Jlj I 1a 



sLJll^o J _ t j^J aJj^II olj_r>- jil oi_A JJLo Clean Transfer 
^^oJ UjLjlpL £jLJI ^jJ Risk - Assets Ratio s ^JaiU ob jj>- jil 
J|Jljl**>|)) aJ jJli ajj_*w? JjUjJj . dUS l y& Lvi j-p j^-siii objj>-j^> 

^y. L^Lb^wj A_JjJ <Jp ojJLflJl ^>Jlp j JjjJJI oLi-^1 <_pUlJ UjjJ^ pt>Uij 
. mi Alw- S^l fJlP j y\j> ^rj^ jj^Vl 

^ JJ1 Jjjy <y ^JL^-J ^1 iijjJaJI jjfc j : Assignment JjLjJl : LJU 
ob jj>- jil ^.p JjUJl L^>-j-oj ^Joj cL^-Li Uj oljL^Jl ^ ^p aUiU! AoJl! 
Hire - pI j _^JI j jL0I JlLp jt-4 ^J Hirer ^jil J_^l j-> Uj^j ( j i JLSl^JJ 
Jl Lg-Lj^L. Lol ojjJu ^j-L. ^JJI J-s^S/l Jj-«^ J! i^LjSfl ^Ji Purchase 

JLLp L^Jlp (J_flJLa oNl jJ~l y aJl^Jl^o jj-o-v^ LaJjJ_«J ji AJL»jJ.I p-»jJl 

j jSLjj . -jjy>-^\ Jja ib^L^L) ^jJLi dUS JjLLjj (.JjjjJl]! ^Jp jJl*jJl 

^jlp j! (^jJiil) ^ Jl jj Notice jU-SJ l >w> : j>p jJ J-p J jLuJl 
3 jj>- j ^ Jlp JU- ^_Jj . jJ*S\ Jl Vj^l tlr^ J jUJl aJ_«-p (j-<w3 J-*-^\ ^j-=rj 

Cj^jJlJl JuJl^jJL ojjJu piJ aJ JuJl~J! jl ^J^-lj ylfljJ! ^J> ^jJl 

.JbJL«Jl J-^S/I ^Jiil j^p jJ UJ <jjJJI c^ji^ 

^ AjoJill ^iJl ^ ^ La j : Sub - Participation ^ : ^ 

Lead Bank Ji5lS ^i^^ Jl j! c»J ^ Jl J-^Sfl ^sIjJI JJ 
jj UJ aJjJ^o (^1 ^jJS ^5L J^ci. N Uaj t Factoring LfLjij ^^11 ^JJl 
Jls ajLvj>- jL (^jJJ.1) ^ jU-il s^Lp ^jj ^ AjJ_^JI ^ ^jaII _>^p 
Recourse <^y>- J\ Jj>- ^lJui"V I Jed j . s j^U> jujl^JI aJj^ j ^J Jl a^j 
11a L5 k J u U ULp j c^JlJJ aJUjo^I s jIjJLI yo jistiil ^jJI ^ oLs 
UojI Jo N j cL^li a^LwJ-l J-p j^JD) vU_p ^Lil J_J (jJ-l 
JuL apUI JjjJJI j! il (/JjJl ^J-p) JjicJl o'VL^ A^l J lJ*^~\ 



<£ JT^ <3 ^iaJL iJllAj . JiLcJj JllP L^JLp (jilj Ajj^a A^wJj Aj^3jJl L^Lo-Js 

. Trustee jS" 
^ ^ji-Uii A-^Udl J^ljiJl <uX>di jjjyJJ urr wUJ,l JLxJl Ut 
a^UJ.1 j^Uil aLj* L^jJivfl ^1 ol> dJUj LJUajjj ^ !>lia ^ j t^^x^ 
jj-p Jlil S:> Accounting Standards Board (ASB) 

AiL/S^L i^jyill Jj 4 0bjJ>-jil JjJJJJ tA^jJvil p-aJUl A-^Usil 

j! JjiJ-|)) l/\ ob^-jil Si j-wvll cJ^p Ji j . «Aj|j-il ^jL>- oLLJ-i)) Jl 

SJb^jl JJ ^y> J^il~ll ^ A^UalS^/l ^iLil J j./? 4-1 ^s^Xj ^jJl Oljlwa^l 

oljIUl U .«W>UI v^lJb^lj o!>UUil ^ dJDSj AliiJ.1 aJW a*!)! oli 
^iLd! Jjjj>cjJ 4_.iL^ajJVl SJl^jJI jl jLiJl oL>I^Jl» L^I J_p L^ii j-p JJi 

J jwai-l JlLp L^Ip ALJiLJl jJsUJii J_o->tXj Lfi jS C->b jj>- jil dJULxi SJLs- jJ! 

jjj^ Jj_psij U a— o-ali U IS! liiCfcj iajLJii*J.I AjiUsaxs^l ^iUll 
Ja-J^j U ^ Factoring Jjj-<^JI <>* pjjJl IJ4- a^»j^> Jl LgJ 

Jifl jglffT ^1 ^ Ajj^lil aJUI a~~^j1I <jU JjUIIjj i(apLII) aJjj>J.I 0>jJi)L 
. j^jJI L^LJlj^ ^ oLjJUailj ob ji>- ^11 oJla 

^ y4 U^jj-vi JjLiJl V^-p cJU-i bj Ul . Jb«lSUL J jLiil of (Jut. j 
^ j t JwoLS' j^ju JjLill jli apLII jjjjJL aJ^Ip Jp j^jJill ^jL 

^ A^j^iilj AiUail j^Sfl dJUu J_i)l IJla ^ oLULJjN/I Jp aJLl«V| 

A^js-vS* jl ALJflj Ifil ^P jjjjJl (j^J OJJfc jj \i\ aJU.1 A-s«— J j^ll 

jl c 0 JLxj JU- ^ l^.^g.xj f'l o^Lp| J^ilj OjjjJl vilJJlS'j ^ J-wa>cl]l 

a^-J jLgJs>J ^ Ju M Laj tA\pLii OjjjJl Jjjjj J4.pl La li| aJU^J ^i 
a-^» ^JLil ojjJ (jp- ^ Lgj«jLJ a\wo j^*JI aJIjJ.1 ^ ob jj>- j^jjJl 

. A^jL^JI Ajj**dl |»UM <J'J- diJS J C-fLjIk^i IfAl ^ ^ JLli\ r^o 

n 



^UasMl ^ oNU-l ^ t J*IS3L <U>1£ Jpj <d Ojj^xJI jja*. J_p^" j! 

. ^Lo j^jJl aJIJ^I c^W - ^ cj^ 

5JL^p Jp ^ Jlioi" Factoring l^j Assignment ^all olL^ L ^ r ^ 

. jjjjJl JJw^J jl (Jjjjj 

: Assignment of Accounts Receivable OwJll oLL~^ j^i 1 

^ \f.y>. sLsJlI Jv2^ Ujixp Ail JJu lift j) JJI Lg5t>Up obL^ o^U^> 

*l yr^l 11a JLjL: . ^ jill pLIj^N **>L-JI oLL^- V-*-* 

.(uwJill oLL^ ^^v^o ^ llfij) 
dJL. ^ jlio 0 * * » * * ^ ^ o! iJUibU aJjJJI a5 ^-SJI oj y : Jit* 



JjI ys]\ j y&\ A^J jja JS" ilJuJ jLo V ♦ ♦ ♦ ♦ * ^JlJ *!>U_p oLL> 4J jJtll 

^ jLo3 V * ♦ ♦ * * j (jjtij) j jJLS" _ r $-j> ^ jLji ^ 0 ♦ * * * ^Jl^o aJ jjJl 
: ^^jxil io-i J^2^- j p-*>L^Jl oLL«5- j^yaii . 1 

^avaixil ijjdl p-oJJl <y V ' * • • • _ ^ 

ijjdl ^JJI /_>■ Jl v 

djJiiJl /_>- ^ 0 _ Y 

^hAJl jijj! yU Jl 0 

__ r $J- ^ jj^s* jiU { J$j^r\ ilJu*Ji j 4..,rt»../g.>eil *^>L>jJl oIjL~>- J-wsj^ oLj| . l_j 

ijjdl p-JJl Jl ^0 



(\«.XHXUUX0 ) 



^ o^j^ l^aJ>A\ *}U*JI oLL^ ( j^ 2 J. oUI 
iaaJi /j- ^ r _ \ 

(jdjj^-^ y _ Y 

i\ • • /U X H/\ ^ o o )] 

iJiiJi /_». ji r 

jUilj t^^aJl z\J^j civa^Jil oLjL^ J^a^ OLJI 

jj. Y _ ^ 

oiJj^^ <y - Y 

X(Y<mo»-Uo o ] 

H - /\Y x \y /\ 

^jii j^jji /j* ^ o — _ r 

- r - - v ] 

[Y ♦ • ♦ • • 

J-^~* ^ ^va^il oall ^ JJ1 ^ j£> <d ^ jJUil * 



Jp dJUi jji^j oJdl ^JJI oLL^ <y> !>U^ ^jiJill Jj-^VI 





4JLJI ^y> jilt : Uaali 







jlSj t "/. U SAjU j^-j ^ aSjjj Jj^» ^ ajuUJI iS'j-iJl oU-Li^l 

• ^ i ' Ju ^ (jyjlxS" OwAII obL~>- C^Ji^'l 

jl^J Lj&j : Factoring Accounts Receivable uyj-dl oLL^ ^ : Lj^ 

. oUdl dJUd Jill ^llj oLL^I 0 1* S:> ^- ^jjJ UJ» ^ 
jl iJ _^J! oJl^J ojJ,L* ^LL^ V j JbJL-sJ U^">U-p sLldi >i£ °X* 

ij&ji /.^ n ♦ • » • 



0 



c5 ( lAij-^ oL^bi' sl y^iil ^ail ^olil oLL^ aUJ ^ JdjH^I 

u^jJI! oLL^- ^^xj ^|j_p| ^ Jjj-o^Jl oL^j^ L^-ly jl5 ^Lj*- 
oLU^ ^ ^ lij U! .(uw^il oLL^ ^ '/o J±f oJlaj) 

JJUjj . oLL^U £_L1I Ha ^ Jjj^jJI 4-^3^ Ajdb jl ^jojdl 
a^xJ ipjiail v U;Vl jIjJL* 4jo>l ^JJI oL;L^ ^ SjL^ /_>. jl^j 
. oLLJ»l i^J ^ '/X cbU: ^ j Jjj^iil 

Types & Procedures 4l^j Jjjj^I ^\J\ : USj 
c^JJlj J^jJJ Sjjil j! SjJjil j^jJ! J^l ^U^J ^US/I jjiai jl 

. ^ii^JJ ^1 oU jiJil ^ j ^jJl ^ jjjdil J^jJl jily Sjj^ 

4^ eJk, Ur ^LUI J r lkJVL jl^ jl^ jLjx J>^ ^| (\ 
c^oJ ^UjJL, .UjJL j^^JL, ^JJI ^jjii t j^Vl ^IjlU j^jJl 

jl jla~Jl ^ >tJl dJJIS-j cj^ll aIjlJI Jjl^j il/UJ Jll. j^jJl *S> 

olS yai oL5^Jl ^) oLU_,J L^J^I JliLiVl Lol 

: ^ (Special - Purpose Companies) (i^ULl ^ | 

JjJ^r o-^ 1 ^ 'U^dJ^" (jj^jJl) Jj-^S/I ,1 ^iJ 



.i^yuJ^ ^JJI oUjill ^ J^^JI O^aJL ^Ia^JI 
j^l ^ oJSl jij y^i J-^ ^ oLJjiJl ^ tC H U ^ 

dJUu Sy Jl Ji^Jj c Jijjiil O^AJi J^U: JuJL o!^ 

^ ^l^TNl iU^- fJi^-J ioUL-> <y jyi U J ^J^ 1 

olJH~Jl ilJL- i^-l ji ^ ^ ^ JsL - s ' 

<2i>j cSJUSfl OjdJJl > SJLSUJl ^L^- 4i> ^ dUJ5j cI^JLjjh 

U^_p J^cjJ ^*jJL,Sl '.Novation ^jJl JlJ-i-l . ^ 

cSJbJL>- t5>L oUljiMlj Jj^ Ji-A^-li ^ ^ tJj " J>Jl 

Jp ^^aJL a^Ji oli cil >Ml ^ Uii^ > lt^- 

.oJLa Jij^' V^^- 0^ ^^^^^ 
jl OCJUJI ^JUJ J^Ml ^ ^i^ 1 S+J '.Assignment Jjl^JI .X 



J-s^Ijj *\ jr^\j jL^^i ^JJ-p .Hire - Purchase ^IjJJl j jU^/I a jJ_p 

Jp JiUJl J^P I^Lp Ji^ oVl jjU ^ 1L t y^> UjbJLwJ jl AJLjJllI ^jj| 

j^JJl t^jL-Sfl IJLa t >«-^j : Sub - Participation ^jUII . V 

L^LjJj ^Ul .1^ ^i^^ Jl J-^Ml ^IjlJI J-J ^ 5j^jdl 

cj^ cri^ >^ L*-^ aJjJw> (^i Ujjo ^jJI ^jL J-*j>cXj V j Factoring 
5JUsttl UaSIIj SjLO-I ^ jl^IsJI ^jJl Jp Laj .JuJl^JS 

Jp Ay&>- j^ll 11* 4jLJ- S^p lijs i]La j! Jp ^jJuJJ 

. Trustee I^JLp ^ £ Sjbl 

: Securitization Technology J^d! j& : L^U- 

.^^1 ^U^Ui^lj Ji^jJl ^iJi^j c^^l 
t^ a .Jwaj ^LJ j^jj : Assets Classification obj^-jil ^j-J . ^ 

^ J> £*i yj 4 s ^^i Ji^ j s ^ujii ^^i^ ji ob _p jii 

ob obj-^jil jj^fl cJ^Jl caJUJ! ^Lkil ob obj^ll 
S^j^ ^JL-I Jl >UJI ^ Spectrum LLJ» JiCJL, Ur SJjdl >UJil 
V^J^" Ji ^r^l colj obj^- jil jyj ilj U_L5 j . ^j^jil ^jj-^JI ^ 
Jl ^jj^l ^ J-^it Jl Jj-^jJI Jp JlpL^, U_, ^ jJ^UJlI 

Uaip t ^ r 5U_> ^Jl oIa O-^kJl LJKi cl^pJJ ^1 A^LoVl obj^-jiS 

■ obj>-jll JjJ (jl Jjj y 

^ p-p^lb ^uU Llaj : Corporations Classification oLS" ^1 l-o^-J . Y 

^ ajj^o U j^p c-»l5" jjJl j jS 



dlhi l^Jj j S^Jw? ol5 iiliA jl US' t c >^ ^wa-Jl 

^ juJ Jl V UU! j^j^JI ^ikuj . ^Slj ilj-t ob oli^j-o 

j^jdl yjd ^jJIUI o^CdS :LoL. 

: Problems To Overcome 

^Jl oU*Jl ^ ^Jlp JJJu i_JlkLi S*U£j JjjjJI jl^i^l jlw> b\ 

N ^1 obj^rjll j ol * r*' ^ J ' 

Jp! ob Jij^i <y SJuJbr JpUjI iUi 5JjU AiSUi! JjLU 
JlSj . JjLJI ^ Jp! Subordination aJ 1151 ^J^ 1 oli ci' (j^J^ 1 



^-^H ChDj-^ oLLo-P ^p-^jJ jUsI ^ Jj'^Ji ojjb 4^.|j3 £y> JU Vj 

ajxp JI^J J o>JI >Uj iJ^Sfl <L> JLi^l ^j^JI J*jsj 
• ^jW^I oljU^JI Jjj^iI 45- juil ^j^iil (ij^j Swaps oN^Ul 

: Conclusion a*^M 
Jjj-ojJIj ob^jil ^ jl oi>j oLS'j.dJlj oL^jll j! UlS LjIj JlSJ 

j^J Uf! ji <iUi)fL yyi ^jU- oi ^ji j^u- ^ 

ooUcJL^Ij t LwoJ^ Jjjj^Ji ^-^1 IJ-SCaj tdULuIl Jjj_ojJ! SiLj ^ LJL_p 

^ JI^SlI ^ iJL^ jl5 jLii .a^j^l* JLXJ.L ^lil ^ fjuL- 
^1 obL^Jl Jl jjjl^ (^1 yS^I) J^^ojJI ^ Ja^J oL^il 
VI UU- cij^II j^j^jJI U j Warehouse Financing L*UJ| oLp^jjlJ.1 

U^- jikU ^ cojjiUll oU^j^il obl^lJ J-^Vl J^jJU S^Uil A^aJl 

t3bj^l -bl>" tjU^Vl ^ a\^Up J^-~J SJUJbi-l ^JL-Vl Jjuj 

jAj \ <Mn ^ .Asset - Based Securities (ABS) ob^j_JU sjujlUI 
Cr* AJj^il ^oiJl ^ Pools obu^ J-dJj-J ^JUI JjVl f LJl 

jVj^ jjJ_; 0 0 obj^-j^JU sjcjlJ.1 (ilj/Vl oJJL t^JUjo^l oULkJl 
4 HAA f U j^L On) Jl ^1 ^jlj Jj^Jl <y j^^JU Ujlx^l 

Uj f U ^Vl £JLll jj. p\ JL? f U jjJu (o0 Jb 

Jl J-v2-^ (jjjjlJl) Ol^ j_<JJ SJjJL«Al (JljjVl £j-«-sf j! *I^J~I jJuLj 

. JU-I jyDl 4jL^ ^ U^j i-X^Vl SJ^xll oLV jJl ^ jVjp j^Ju A* * 
^jJ Jjj^lU aLUJI obj^-jll jNji jj-L^J A» jl UL>I OjJj^j 
aJL Lg^kxj ^1 ob jil oJla Jiij t a^^S/I olSj^Jlj ojUail 

c3ljj^l J^i^. jiko cij^ ^1 sjlpUJI aJUisVI SjlJbLl ^ JU ^ ji^> 

. (ABS) obj^jJU sjciUI 



o 0 



^UjJO *bNl ^ SJl^- J^Ij—jj tSijJr-l ^ aJU ^rj^-> £^ ^Ij Jdjj^ 
j^i Jb jjjjjiJl olS" OL? .yLJ-l ^ aJj-a. v-^J £^ 

JljjSl c3j-^i ^ 3JuJ^ ^ >-l LpI jJ! jl Sfl jU^I olSUajj 

dJuL^jJ a^jJ^II J-;^ 5 ^1 iljjSlI ^Ui^j ^jj^?JJ 

V>-l~Jl JjL, jJI ^ <j^-?A> 'Home Equity Loans ^LxiLJl oIj^-jJI 
J^-Sfl 4Jb> SjUVI ii-iUI ^Ulj o!jL~J15 A^yJlj 

. U c ilklJ j jA\ j Leases 

oSfl ^ J^yJl ^ SJL5LJI ob^rjl! ias^S ^j 

.lijJl Jp L^jJi J*\ Al^iii a^jLJI oULJL LJlj cLf^jn 

^jj-l ^ J^. ^1 ^ ^U^NI >^ H u homogeneous 
c^Jl <y> Ja^ *U_~Jl ol Wall Street ^ Jjj Jj^t t Wii-j 

j\ sjujjri ji^vi ^ <y^j 't!^ 1 ^ ^ :U * ° j ^ jJ1 

ol^^JJ aJL^JJ 5^jJlI ^JJIj c^j^U-I oIjUIj coLi^Ul <y it^Ui 

.oIjL^jl o^^i ^ ^ r 13 ^ tll5lj - ,J ^ JJJ ^ ^ J 5 ^ V 5 ^ 1 

^ -S3 j tlJLLJ U p\j i}>\jJi\ eJLA ^ SjjUpjJl oljUUJl c3j- OjC ^ij 

^LUI dili ^j^ij coljL-^JI cJilj-c ^jjij tS^dl oLNjJl 



on 



ov 



. 5kU jJI v— >Lp Ail VI a5j^ /(3j**JI J- 8 !* - ^ 

: i^ijycJl _ I 

■ £djjj - 

. aJ j-wwJI jiL^a- 0 iJjo - 

J^i ^ Jjj_ojJ1 oUI oIjui—II Ju^~ jJ /Swaps jljI y>S\ "^JiAjla _ 
. (INTL Swap Dealer Association) a^UII *lk^ jJ 5J jjJl i^jil 

. LDC AiUcdl J jJiij aV jxJ! jjjJiil _ 



W* Pass Throughs /W* MBS oljaVl /Mortrages oLi^l _ 
. F.H.L.M./ GNMA oL-jil \U* CMO /(jLU U-) 

. B.O.A. JJ \ < \VV oj^- 1 oL^jil 4jU-^ jjp jlJu^l Jjl _ 

_J ^ <\AV ^L_p JjSf oULwi J-a..w,.„7 T Pass Throughs _ 

.(P.O. + LO.) 

a j-Jj! /jSI _ Broker Dealer J^Lodi J a u^> jJi _ I 

. Jaii aJ»L- jJL *leS*yi /Agent Broker J-wJl ia^ jJl _ ^ 

. Highly Leveraged Transactions/ Syndications : Uuf j 
<j!>U- ^ Jjj^jlU 4— -jil ibli^l (Leverage Buyouts) L.B.O. _ I 

g jJ\ JJ ibl^i (Leverage Aquisition) L.A. _ ^ 

. »l j-lJ ^jjiJl JLjc—I _ Recapitalization SaUl _ £ 

Senior Secured Loans SENIOR 

. Bank Loans & 

C.O.L. :L*U. 

. spv aji^ wJjl^ oi j^i _ 



. ^1 jj! 4j*>\j ^ ojLp JtJwwlJi 

.'/.AO _ Vo Senior Class j/Ml ^Jl / LS ^J\ Jl™JI _ 
.*/. \o Senior Subordinated ^JliJi /^Ul J^i^Jl _ 
. "/.A _ i Equity iuil /JU-J J\ Jlj^J! _ 

Continuous/ ajj! j-^jl^M! JlJ j! i^uL^iJl J-J <L)j-£j ol j-^-d J-J— iJl 

. Liquidation 

. Short Reinvestment jUi^-Ml S^U-I ^SC*j _ jJ _ 

J_p Asset Manager ob j->- j-jJ^ Jl ^Ll^ - jl Ml J^i - 
alJL* Jl UJ ji jli«jJI j jUii^M! aJU*M ^ ^b 

llj* \,Y U^l /^il V jj^JJI 3y ^ Vo _ To JjSfl fciJl _ 

. S.E.C. <y 4l>^^ j 

. (Subordinated) 

aJj3_J,I E^jJi^ 4^L^ /Jji Laj 7.Y* ^bJI /aiJUJI &aJI - 

.(Equity) 

YYo<\ jLS m* pU ^ p^J-l _ ^AA ^ CLO J jlJwl Jjl 

•jMj^ jW^ 

: _i oljlJU^Ml oils 

. ilJLJl 4jjJj1 -I 



. AJljil ^wad ^SL Jb-jj _ Portfolio CLO ^i^il oLJU-p _ I 
p_pjj cJtf jjy ^ fj OjjJJI - Arbitrage jS\ cjLUp _ ^ 

jU±l^V1 S^UI 4Ju^J Manager Portfolio SjIjl* aJsjL^ _ I 

jujl«jJ ^ j ^JaJl J_w^l^J Passive Portfolio 4Jiij-« a\^>'c< _ ^ 

.Credit Quality oU^Vl ^UJtl ^IJlJU oUkJdl iUS" _ I 

.Diversity 4JaA>*il ^ gj^l jt ^jj^Ji - ^ 

Credit Risk £»j^-Jl ^rj^j <JLa^JlJ aJUj^I ^JsUJlI _ I 

. Rating 

.Structural Credit Protection oUiS^I oUU^Jl ^3 _ ^ 
. Legal Integrity JjJUJI ^ jJl _ ^ 
.Parties Involved jlJu^Vl ^ SS'jiill tJI - a 

.Credit Risk Rating :oUsNl _^»Udl _ ! 

^Oj^J) OjjJ^ J*>b-Nl j! JjL^a JbJL£ _ 



. («V» ^oj^J) aJj-vsII ^jjiU owjj" ^lyri 4jliCal _ 

.(«£» 

.(((0)) ^ yS) Silwail j-sP OjjAJI j-jLm _ 

. Ajflixll ^ 4~~ojil 4^ (j^Lxl Jp - 
. AJai>J.I ^IkflJl ^L«J jj^L-l Jp _ 

.(n» j^J) ^ Jj^r <^J - 
y'LJ-l ^Ua^l Jp 3 jAaJI ^L-I Jp ^ Jj^r - 

.(«V» ^y^) 

.Credit Protection aJU^I otiL-vaJl _ <. 
.(«A» £Oj^) gj^b (TJ-^r 0 fts 2 ' - 

^jy^h jlJu^^l - 

: j jjUJl ( ^ jJi - 
. Participation/ Assignement *l ^Ij 4SjLil! ^ <$ yb\ - 

. J\ ^Op ij^-j Jl^ J> ^ AS"jLiil - 

^l^lJl If! ji" jJivail JOP aJU opU^ J> Jb>- S ^ki>- 4i"jLlil _ 



oLSj-ij iij-i-j /oLSJ-i /^j-^-i /Loan Originator jj-^ail _ 

. oU-L>l i-lji /Placement Agent J^Jl _ 

J! _^LJ~i 4J2JJ /Credit Enhancer «J _^JI ^jJ AjLwiJl ^ J^> - 

. ^^LJj ^ /Swap Counterparty ^Uil cJ! ^1 _ 

. J^lj jJu-ail ^ J^UiU Collateral Manager aJU-^JI _ 
JuJL>cjJ ^.jLijJi JLJ j ^-iiU! 4_>J_^i J^o Truster ^jil _ 

.>UJlI 

. Paying Agent Sxull l^ r \ _ 
t Custodian SJasUdi 
.Accountants c^Uxil 
. Legal Counsel J jJUJl 



EXIBIT (1) 

TEN - YEAR COMPANY DEFAULT RATES 
OF SENIOR UNSECURED DEBT: 



RATING 


DEFAULT RATE 


Aaa 


1.0% 


Aa 


1.4 


A 


1.8 


Baa 


4.4 


Ba 


16.1 


B 


31.6 



EXIBIT (2) 
RATING FACTOR EQUIVALENTS: 



RATING OF 


RATING 


DEBT SECURITY 


FACTOR 


Aaa 


1 


Aal 


10 


Aa2 


20 


Aa3 


40 


Al 


70 


A2 


120 


A3 


180 


Baal 


260 


Baa2 


360 


Baa3 


610 


Bal 


940 


Ba2 


1,350 


Ba3 


1,780 


Bl 


2,220 


B2 


2,720 


B3 


3,490 


Caa 


6,500 


Ca 


10,000 


C 


10,000 



EXIBIT (3) 

SENIOR SECURED & SUBORDINATED RATINGS IMPLIED 
BY SENIOR UNSECURED RATINGS: 



SENIOR 

SECURED DEBT 


SENIOR 

UNSECURED DEBT 


ANY TYPE OF 
SUBORDINATED DEBT 


Aaa 


Aaa 


Aa2 


Aal 


Aal 


Aa3 


Aa2 


Aa2 


Al 


Aa3 


Aa3 


A2 


Al 


Al 


A3 


A2 


A2 


Baal 


A3 


A3 


Baa2 


Baal 


Baal 


Baa3 


Baa2 


Baa2 


Bal 


Baa3 


Baa3 


Ba2 


Baa3 


Bal 


Ba3 


Bal 


Ba2 


Bl 


Ba2 


Ba3 


Bl 


Ba3 


Bl 


B3 


Bl 


B2 


B3 


B2 


B3 


Caa 


B3 


Caa 


Ca 


Caa 


Ca 


C 


Ca 


C 


C 



EXIBIT (4) 

CRITERIA FOR ESTIMATING RATINGS FOR SENIOR SECURED 
DEBT WHEN NO DEBT RATING OUTSTANDING: 



IMPLIED NECESSARY CRITERIA 

RATINGS 

CAA * BORROWER OF AFFILIATE IS NOT IN 

REOGANIZATION OR OTHER INSOLVENCY 
PROCEEDINGS. 

* DEBIT IS NOT IN DEFAULT. 

B3 * CAA CRITERIA. 

* BORROWER OR AFFILIATES HAVE NOT 
DEFAULED ON ANY DEBT FOR THE PAST 
TWO YEARS. 

* BORROWER HAS BEEN IN BUSINESS FOR 
THE PAST FIVE YEARS. 

* BORROWER IS CURRENT ON ANY CUMU- 
LATIVE PREFERRED DIVIDENDS. 

* FIXED - CHARGE RATIO EXCEEDS 1.25 
TIMES IN EACH OF THE PAST TWO FISCAL 
YEARS AND IN THE MOST RECENT QUAR- 
TER. 

* BORROWER HAD A NET PROFIT BEFORE 
TAX IN BOTH THE PAST FISCAL YEAR AND 
MOST RECENT QUARTER. 

* ANNUEL FINANCIL STATEMENTS ARE UN- 
QUALIFIED AND CERTIFIED BY A NATION- 
ALLY ACCXELERATED ACCOUNTING FIRM, 
AND QUARTERLY STATEMENTS UNAUDITED 
BUT SIGNED BY A CORPORATE OFFICER. 



EXIBIT (5) 

GUIDLINES FOR REVEIWING UNRATED DEBT: 



COMPANY * COMPANY IS NOT CURRENTLY IN BANK- 

BACKGROUND RUPTCY. 

* COMPANY HAS FIVE YEARS OF OPERAT- 
ING HISTORY. 

* COMPANY, OWNER, OR AFFILIATE HAVE 
NOT DEFAULTED ON DEBT DURING THE 
PREVIOUS FIVE YEARS- 
REQUIRED * DESCRIPTION OF COMPANY ANY IF 
INFORMATION AVAILABLE, THE DEBT TRANSACTION, 
FOR EACH INCLUDING A BRIEF DESCRIPTION OF 
DEBT - THE SECURITY BACKING THE DEBT AND 
REVIEWED MOST RECENT COMPLIANCE LETTER, IN- 
CLUDING RATIOS.. 

* LAST THREE ANNUAL REPORTS AND 
LAST QUARTERLY REPORT.. 

* LOAN DOCUMENTS, INCLUDING CREDIT 
AGREEMENT, SECURITY DOCUMENTS 
AND PARTICIPATION AGREEMENT.. 



MONITORING 
INFORMATION 
IF APPLICABLE 



; QUARTERLY FINANCIAL STATEMENTS. 
: AUDITED ANNUAL STATEMENTS. 



EXHIBIT (6) 
DIVERSITY SCORE CALCULATION: 



NUMBER OF FIRMS 


DIVERSITY 


IN SAME INDUSTRY 


SCORE 


1 


1.00 


2 


1.50 


3 


2.00 


4 


2.33 


5 


2.67 


6 


3.00 


7 


3.25 


8 


3.50 


9 


3.75 


10 


4.00 


>10 


Evaluated on a case - by - 




case basis. 


EXHIBIT (7) 


DESIRED RATING 


PORTFOLIO CREDIT 




RISK (NET LOSS AFTER 




RECORVERY) 


Aaa 


51% 


Aal 


41 


Aa2 


39 


Aa3 


37 


Al 


35 


A2 


34 


A3 


32 


Baal 


31 


Baa2 


29 


Baa3 


26 
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^ Jbjil J,l 4_>-U--l j |>Lp J-S^-J j-»-*Jl ^ ^jj-^Jl j-o-Jl J J_s^U-i 

. ^y\s>- ^|5CjL) ^jSCwJl ^jLiL« 

4j>Jlo £T^_y2^ 4_>-U-l jU (.Ji-jJl jljj^ 4_Pj-~< Jj> JUJL«_) ^JJlj J^-^l 
4jliiJJ ^a-^-^ 3 j ^Ua-aJl IJla j i— (_£jUbJl Jjj_oJlU ol jil j i^JLJ 

jJ* (^l j-> 0-^>sJ . £»J[ . . . ilwUJl o J jJs> C~>- ^ Aj JLiJl 

c->!S oljUsii^V! ^j-a jJl *to (_£jUL*Jl jLo^i^Ml jl p- j-s^ ^ j 

(lyjJl jL&*Jl 4_o_J <oL> j aJL»J12=-I L^J>1_£ kiJJij ^jjj-o ^ ^v i .1 j j>g-oji- i*_->JjA-1 

^ \*£>y&S>- (C, oijU^L^Mlj AjjULo Jlp ^J^j» li IjLw-ol J^Clj JJjJbj 
UJL>- j b\h\jh- ^ 4JU j . Lg-ip M oSLi LiUai ^J-^> ^ (_^1 J j-^aJl 

jl j-^Lo JSwo ^LkdJi SJub ^ jj^^^^j^vj $\ yV! j oL^jil jja JuJuJl 
( jjT j_i j_>Jl liliA (jl Lv2_)i ^j-s-jJ V j^SsJ j . ^tj_^Jl j (_5j^J.l jJL L^-oJs j-j>L_a 

vv 



ioj^Ul aJj^I y^j ^UaJaJl lift ol jit jlSool ^ j^SCillL a^Ju aJU-I J*£ 

Lgiij^-I ojjls ^Jl jljJJl (j^u i3Lft jl UJb»-j tjjLJl <JL^ ^j 

aJ aJj^JI jijjj ^IkaJl lift Jjji ^»Jb^ 4^? U- aJL Ol jil Oiii^j iJLwl J\ 

i L-wvww-J-o AjbJLSt yj (3 J— ji>^ <_5V^ ^f^- ^^j^ (jl>- 
Ajly 1^-a A^S^-woVl EJL^dl obNjJi ^ jjJaJJ tijLLJl olJJ-Jl (3 J— ' 

lSCy>! jJ^- ui jJJ Ub^M aJ (3 ^alj i_3 U j-ftj . ULp ^JLp a\~*^J-I 

. JUil lift 

olj^j aJUI olj/VI ^ JiSlI ^ >Sll oIjUUI Jl U>J ISI L.! 
ojjJa: j j* cJU- t S ^iS" olft jJ£ ajj^J ^Ikill lift Jjji jl y iDli <. Jlil 
Jjj^iil ^ ajjJl^JI Cj-JL-Vl Juj^I ^IkaJl lift Jjji jl o^J . > 

Uj^-j jJ <_^j . Jdj-^l aWIU a^-jII j^J jl Jjj^iJI ^J* ty 
L-jblS"^ £jb Jij^ 0* ^p 3 -^ 11* Jjj-«-^ c-ali ,_^Jl oL~^j>il 

LgJiiJj ^liii>l ^»Jlp j aJj-«JI £e-j> f- j-s^ oJU- Ufijl oL*> »jil olft jU c ^»UJl 
<y £jLjJI j Uj j-lkill lift A^Ji- Jp oLw.jil olft 0 |»Jp d^J 

lift AJi jSfl aj^JJ Jj-^Jl ^ <y> >^ ^j-^j • j** vW'^ 

.12^ JU1I 

U J 4k9 ^UaiJl lift Jjji fJi£ JiC^ jjk? (ij^Jl jL UjL- Lis 

olft JjlJJ pJL» C^5- . olJJwwJl t3j— jl cijL**^ j-* ci^^' (ij-JL L y^i 
Oil Aj j-ow2-« AjjULp j! A-vl5L- Uij y CJIS" f-lj^ t p-l^-i jl U^j ^yfj 

. JflLlJl lift A^J^> JJ ^ jiJl olft jlJ-^l j^J 01 Jju (. ^jjUp 

^ij^ t J^UJI lift lul j-vij Jfj j^j aJ j jL.Udlj a1o-p a^SCjLOj 3 j^Jl 
Ju V .^liil ti^-Jl ^ (^jUjJI ^^Jl ol^**. ^l^-ij jjkio t^jJlS cij-J 
: U, J^Jl lift Ji» j>:j C M (»UJI jU^Nl Sfjl jlj 

J5 jSf jj ^jUjJI ^LkiJl lift ^ jU±Lo-!AJ A-aj^j 0 yl jIa a] j^ Sj^-J - \ 

VA 



d-^wXJ (3 j-^Jl li-A CJ\ jJ>L J-aUlJl J-s^^jJ ^IjiJlj oL*Jj-il)l jJjJaJ _ Y 

f-1 jJi jl ^ u^-pjj ^ Lf^j. W*-^ ^-jL«Ji oJ^J oL^|< ^jm^jjj 

. 4j ( jSC*«wa J I j Up 

(Rating olJix-vJl ^jJU^ <JJJJl5" j jjwi ^liil t_aJwaiJ olwj^ :> _ V 
. Jj-Jl I!* ^ J^Uill J j^jJL jl y JLp I4JI Agencies) 
jl ^1 4_aJJ:dl oIjULJI ^ L^Js oL~— jil oJu. Jl* ^j^rj olS" jjj 

JuJj Lf oL^jjil oi_fc Jl* ^-0 ^L»LJl jllLJl ^Ja-««_o 

i^sjbai oLVjii ^ ^jUuji ^ ^ j^ji :Sfj! 

jUoVl oL> ^LJ -kjjA? oLl^lj^. ^-vaJj : IJU-IaJI obl^VI e^b - 

^1 j£J~\ <^JI : j^j ^1 j ^Jb jJl uy>kU kal^ll ^Lj^JI _ 
oLujI L ji" ^ ^Jj^ jJLya-« J^-dj : y>^l ^ j jjU ^l^VI dkJI _ 

: ^ oL$jU dJUu ^_aI j *>U15 U-o jl *l ^ ^jsSLJl ^jj>j jiJl ^ _^1jj 



^j_UjJ! 4_.jUjJI l 1 ^J r \ dJUlS'j aJIjJuJI LjJ^jJI ajjLIxJI 2L*^JUl _ ^ 

C^jjlili <3j-«J! P-Lk^j JaJJlj jjJI jj-a jLL^-oJ^-l oLjLaj : 

iJj^waiij t>"3^ c-T^Jj^^ l5^^' J^"~"! Jj^' J-oL«w '^p - 

J>\ jjJb ^jij A-jJCoJ^-l oJlA jl Ui" Co^JwaJl (j^JjiJl 4-*fU-J kfij>J*-\ 
LfU-si' ^ J Ojct^' AjjLLsJI olw jil Lp- ^isJ ^Jlll oldl^Jl jU-y£> j-k j 

^y&j c^UM ^LkiJl ^ ^LJi Jj-Jl (j^j^ 

Lt^>- c l$ ^JbJi J j-JI ^ Ja^o j5" J^jJ : SjjUJI i3>Jl - V 

^j^i pij-i jl caJ...*jJl j jL>oNl oLvw^ji obo^^-lil! id^-j 

: JbJl _pJ! Jp LjsbJbt L^o J&j ol jU- ^ c3 j-Jl ^ 

^L^f l^JlJ t^i^jJl OLwJ aj^L^NI w-jil ^L^o j^iil yd\j t L^JI 
^1 ^ j ^\y\j t^JJ ^aii jl j-^i] }\ ^JLil p-^- CU-^ {ja 



. (j^>J j-iil jj^ 4P j-ojf A jjji j\ jl yjJl Sli£| L^JLt> 

. LpUkjl ^d^j ^ jjjJl JsLJl JjJl^j J>=~o _ 
^jiJ <a\j* Jj&j Jj^jil JJ 4X* *y>- j\ ^y> y}\ j ^ii JUj^I _ 

d)l5lxi M SI t^LiLS" 4J_o_*J1 jjjj j! «.^Ji <J-p <ili;N/1 ^ d\ Jboj 

. (With Out Recourse) 

c^^ail ^ji; Ujjj SJ5U1I J ^ J <d>4j ^ ^J| 

y^^j ^jLJl tf-ljAll Jp Axiljil Jjoj . jU*Jl ^ aL»15 oLL^Ij^j dUJLS'j 
• c^j Jh^j pn^-^J u-* j-M <jp~ J-*^ ^ j^-=r j ^ptil ^ j ^aJL 

.^Jl U^p ^lil istAp l^J ^ J5 jUJil y.S/1 LfS £&j 

•ck ^ o*jj& <y "^y^r /^i c5j^ J^jj 

^J Uili Jljj V Jj! A^ji J^4 ^ ^1 oL £$UI ^ JL^J _ 

. aJlp JS"lw. 

4j|j diJl> ^ yu> aJIj ^jiJl ^ jJ-l ^^U? JL^jJl ^JLJI jl _ 



^ jiiil Jbjjij £$UI ^jxL t a1s> jl ^ t_Ar^l ^ ^ b i - 
. d j^jil jL^i! 4Jj~^ **5*N ^ °' <y Vj 1 ^ 
^51 jiilj ^Jl yS3 Ui jjlki ^^51 vrj^. ^ ^ JJI ^IjSiVI JJip 01 - 

. yu^i ^ j^yJi jp^j 01 - 

.^^Jl Ju^j JJ5: M Jj>=il jU*Jl 

Vj ^U ^ l*j«Jr ^ ^ LJ jsa Ji> .1^ - t 

(WOSb ^ Cr-^-M -ti^^ e 51 ^ V^ 1 ! ^ yj 11 V 

.apUI JL-dl u^>3l ^ ^yUl oUU pUal _ 

At 



f-^J o^J j^' ir* ^3^-1 ^>J-=- aJ jj^u a^uUI iv^jil Jiix^ 

. oiiUi A^^JsulJl j 

*>Ui LgJsLJI JjA~J pJoj Ujli Jljj N yJl d)L ^SLJl y jiy I _ 

I — A4j j-a j 

apUI a~~JI u^r UJ ^ c^yJl Ju.15" J^h ^Ul Jii^4 - 

>£\ -UUilj 051 y ^jJ-j ^yUl ^ j\ J ^,\Jl ^SUI Jil jj _ 

^^i-lil jU-iJj Ijji ^jUI ajLjIjiIL p-UjJI ^ ^ ^iSil aJLs- ^ „ 

<jjJ-\ aJ ^ Ul Jaii ^jUI jLi ^JU Jj_Jl jU*J! ^ aJU- ^ _ 

At 



^j! ^ Vj Jl/V1 Ijla S^UUil ol^JI :^JWI jLil - V 

el* JSLu .^jU^Ji ^jJI 3^ J ^j^l c$>^ ! ^ r J^ i 

Juj^Jo (j^jill jJl^W Aji oIa -(i^l jlS^Nl oLUJ AjjUjJI 

oJla £<lj ^ . llj^-Jz* AjjUp oIJJ^j ^ ^1 J.J-J aJIJjI (ij^L^Jl Jl 

jj> ^ j! Jill J Ji> ^ W J^i c^y^j 



o^SCo j! al. Juoi ^ ^AJlj oLMjJ! J ^jUbJl ^JS 

Jl* ^ o^LoUaij olj/Vij Lil^J a^J* jL^/l 0^ A^SlI ^ LJUL 

:^jU*JI ^ j^jVl JjpJI :UU 

jl j^jl dJJJJ ^^di Jij -cij^ 1 u*jU ^ ^^ Jl 

ijjk^ (olJ^j p-g^l) aJU tjljj! Jj- v J^lj^ JijVl c3>^l o! - ^ 

.L^ a^IjJI jl AiJdl ^ a*j^ jij^l J jU^f ol - Y 

LgJl^! j^U^» ojliu t^jLoJl ^1 yNL I^a^ oU> iiliA jl - V 

At 



<-J>j^ CS 3 ^ ^jj^rl ^jj wjjj Cxi ^ 

ly^ oLjJ- c^Jij (^jU^Jl ^1 yN! ^JL^ ^Jl oL_jil jl _ £ 

*J-^ ^Jj^ ^J 1 i>* cr 1 ^ ^Tj^" Olyj ^A^-Ji jl5 jlj 

. ^Jl . u^jil t^SCJl 

jlj t p-^J aJUijMI i^Jl ^il jj **>U_jdJ ^, L ,^^aj oL^*.j^ ^ j>- j |»jup _ V 

. jt^S/l 

^jjU J *lui oVjLss. jji oijj jjsi 4o>p! jj^Vi jLxp^i tj^j {jt^>-\ 

^*>U)I oli ol^l ^ JLJL cJiSLij cjj^ll »UjjU sjl^JlI ^Sfl ^IjTj ^ 

o-vlU- Jij cajjUjJI LjL^i^l oL^jllj olSjJJl ^^jj jt5L-Vl cLk-i" 

: y bJI JsljJl Jl ^JJI 

Jp t 4jjU*J1 i J^JI ^i^Ji JjIj 4J j^^JJ | j jgj J jJC^5 (j-^w-b - \ 

^jJsj jl t _ ? i*coj . Jill jL^p J J*>^>- ajjU^JI ^ jJbJ! plj-ij _V 
^ (ajjUp oUj_&j) ^j_^p ^ Lj-jJ U JjU; olJUwwo ajjUxJI i^jil 

. Jill cij-Jl 

Ao 



tJjVl J-»jlJI jLj^I Jp Ai>JJt ^1 JJlJiJI oJj^ USb* ^oj 
Jl aJj^-JI 4^L^» ^ (^jlip (ijj^s) f-LUl 4^JJI cu^yLSI 

Ji> i>* <jl£*,Ml ^lk5J oj^Ul Jl^l v ,J ^ ! J JujUiJI ol—jil 

ajjU*JI ol— jil ^ Si ^ ji*13 SA^o j ^ Jjl^JJ SjjUp ab**I q> 

J u^jUll ^ aJj~JI jjjJJ Jl JjJlJI II* ^ ■ ^ ajjUUJI 

jijVl ^ AjjU*Jl.ob j-ftjAJ ^jJli J J~J SI jjSC. j! JjAl^aJb J_^ai Oij 

LjUbJl ib-^Nl iiL^I JjjJs ^ v aJUI olj/Vlj Jill ^Jj (3 ji>^J 

Jill ^fj jj> J jJLwaJl Jl _^>! j^Ua-o j jiCj Jij . SJ_>J^- aJU oblS" 

AjjUoMI ^-jbjJl <y SiJuS- 4__..> J j AjjUbJl oL^-jll oL^L^ (j^ o jiCill 
^ dJJlS j . aJlp JjLj JiU Ji j <J>LA\ ojUbJl ob^jll ^jJ S^jll 

Jj^l Uujj ^JJ JjJlwJl l^>u ^1 SjjUUJI ^J^l ^ jl*M 

aJj^JI <JJJ jlp SiJi^ ^ Jjr J> ^ Jtl dLJl oJJL. ^ JJI cJjll *c5jlk)i 

: jj^j Jb- JjJls^aJl <j;jJ 

: JbJl ^>JI JjJc^Jl ^aJ J^JI aJI MJI c^xBI Sij 
SjjUxJI aJUI ot— jll ^ ^jUJl jjIp *l^ JjJ^aJl ^ji :MjI 

A^Mv-j JjJCwaJl ^JJ a^jII oUIjuI f>*^J oLkb^Mlj ^ji^ll 5— .jll 

. A.v. w .,.»tjpjL) Jill jil 

^Jl ^1 jiSVl ijip JjU» JjIjcJJ aLIS ajjUp blio-l (ijJ^Jl >Waj LJ15 

. I^JbU- ill**»*yi jJl^2j - 
.JU^U^^I JOP oJ^lj Sy> ^Lw-Nl Ulaj _ 

. bji^ Mi -tfi j5 - - 

An 



• ^7 <ji <w**vJ>- 4^Jlll O-p- <uJbs£- ollflj ill^^l jJL/aJ _ 

^A^S" Si $ jJbJl J^LvJI ^!j_ou s jikj ULJ j UsLj j! ^Ll^VI <JL>-I Jk*J ^ _ 

. Oljl^ iL^Ni JU-I Juy N jl J t ^y^l 

i jijJi (JjJUwaJl ^ oj^UaJl AjjlijJl ^L^M! p-jUaJl JLwS ^Jl JaJ^j _ 

.El jlS±\ 

oi_A <l1p J_ v aj> 6 JL^ (^iJl J-jj_*jdJ 4jU_ v i_S' ^waJLiJ.! J^^jJl jl\ 

j^i^>\ jU^aJ i^lj^ Ul^ ^1 oUI j^-^/l il^Lj <JjJUw2Jl ^^jjij _ 

■ hA ] 

£4Z jlSw^/l dta jj^-vaJ tAjjUsJl .sll^N! aJL?* oU£ (JjJUwaJl oljUw^ Lol _ 

• 4jj^I Olj jJfc J\ Jjj^ oj-Wail 4jjU*J| iL^Ml 

4jjJjJ| oLv^xjii J^obcJ ^J^ A l^o jj-v^j ^ j->- J JLr-JLwJ 41>JlJ| j[j iJlA 

i)L* (1)1 ^1 jl j' UjJjJLj ^JJi <Jl cJUs jj U ^1 yc^>^\ IjL* wUjj 

Jjj-*jJ! ^J_p dDiSj l^Jlj^l (j^-jjj <-pjJj£ j! dJUi tAjUJl 0J14J olJiLw- 
J-p L^jjJ |»j^p Jl aJU^NL tii^xJl U (3j_^ ^ UJb pJ!Allj ^IXJI 
jL£ Lr t^Ljis 5^1 ^1 yVl j Jj>-Sfl S^^^ai Jj ji j^L^. Jp j Sl^U aUspVI 
olijl ^ j-vai- a^- j>- c-i^l j^j ^ oL***)ji! jj^a^j c^i jl Jjj^jJI ^ S jj>si 
. (_5jU^JI ^ jiJ ^5 jjlj (3 j-*^ ^j^rj Uw»lj jJLj ^jlHj U J^" ^ . oUjVl 

AV 



J JSj ijjdl ol^Jr-! j^U ^ Sli-jdl JuMjiJlj v^Sfl oIa jl 

IJU ^(j^ otp)/ Ijl^xj cJ jJI jjiC ^ jL J^>U . U^J> jl v^^J oL^w? 

. Jill ^tj JljJ 



AA 



<d)l JUP jJU j^jJl 



A<\ 



^1 .Jill Utfj ^-il^Jl t.SJUUJl jU-t i^lS^I ^IjiJl 

cij-vail ojbl fb>! AJue iS^UJil ^ aJU A>ji t _ ? ^o ^iJij SJJUJI 

(Portfolio Duration S yLi JjJ-*J S j-^jl^j a^c^ 

^ ei^ail ^ JbJJrl SJLSUJ1 ^ ^ ^l^J Adjustment) 

^ j! J! J-^u" ol ^ JslaJI Ji^j o! lJ~r pi*: 

JslJb JJL£ j a-J Ul . jy^Jl y^Vl kJa^L L5 *-~ e L. 
J^Sfl ojbl JLp-I j ^ S J ^iJ SJjLaJl jU-^ij aJj-^JI 

iL^I c> fj-^J Jj-^l Sjbl a-^M .(i^ oJ^-| J-Jb£ 

I^SUlpI A> jJj cij-^all Ji-b f j-^aiUj Jj-^Vl ojbl A^sL- ur «-kuJ! 

^^^i ^ UjL^i p-vaiUj J^Ml 5jb! jjPj *l 

.^^vaiLlj Jj-^SlI Sjb)l StoLS^ UUaJ U« Oji^ J^lyi ^^^-^yJl 



^ S:>Jj>J.! oJjJlxJI t_jijUi jJl (J^^vJJ (wJLLlj <uIp iscJf ob J,jVl 4Jb>- jili 

t-ij-vail cilJUM Jl j-aJ LajjJu j t(4Jllll 3_L>- Jl) iis-V l\j>-y> 

6jJH\ jlJu L^J^U- ^ olj/Vlj .(ilJlill U^il) <uLL,j 
oU>IJ,l t (Simulation) StSWl <J&> t JaJa^dl ^ tol» jl*il ^JiJ J^r? 

<U>-jJ Jii ^1 AJaJa^jJ! L^UJ AiL^VL US' .L^U-I ^jjUJi j 4j^*xJI 

*lj>-l (Jill (j-^ljj Jj-y^Vl A^Syj Cj\jJuj objX«^> AjUjj 

. Jill jS" Jll i*sli Sjbl f lkJ 
(2UU) :0) 4Jb»>l 

^ j-^asLl Sjbl JjvVl SjbJ 

Jill ^Ij Sjbl 

(fcJbfc) :(Y) JU-JU 

^ y^iS^S oLl?Lx?-*yi e_A3 j«a Sjbj oUs'LXS'-^/ 1 j» OjbJ. 

^ j ytll ^ jwai>- ^is ja S jbl j^wJl Sjbl 

^jJJ Vjh^ 5 jW jLii-Vl Sjbl 

^j^l Sjbl 

' Jill ^Ij Sjbl ofcJl Jj^Vl Sjbl 

(oUj^ij j^jJi uii jJU£ Jill #jj ustf) :(r) aju->i 

. uJl^l - oli j^al! - Jul j^Jl UdS - J^jJI = ^LjS/l 

: tilo^^l j^ssJ oL»lwJI 
Spread MGT SJ5UJI ^ juUJI Sjbl _ ^ 

Control of (Burden) SJtfUJl ^ ^ JtfUJl ^U? ^ ^_£>*iJl _ Y 
Liquidity MGT aJj^JI Sjbl _ r 



Capital MGT 



Jill ^Ij Sjbl _ i 



MGT of B/S Activities Jill $ }S JuJli gjU* ^bJI 5 jbl _ o 

pJk*: caJHI pUIp <b U c r ^- t aJUI SjbjU j^L-Sfl ^JJ^Jl 01 

(Return) jijUJI ^_Ji*J jj& JjSM : (j>£>- jJ ^ ciJ^Jl 11a jj-Li> .55" ^-SJl a^J 
V^jJI j! jiSLJl ^ ^JoJcJl ^ JloJJ S _^Udl ^^L^j J^o^ cjl^l bl 
^.Jla Oli A^HJ j-^ ^jUa^JJ a~~jJL La! . (Variability of Return) 
^.iL»J jjb JjSfl : <jJ-£-i ^ ^» jwai-l j J j-^Vl » jbl U-f^ ^ j>f> j-^l 
jJcS\ l yzj&- jWI j (NIM) SJjLjJI ^yU? 
^JU? j! U_jj . (Reduction of Variability of NIM) SjjUJI 
uij-^all S jbV ^^A^o N <uli ^ j-^lj J j-^Vl Sjbl ^ ^ Jl*j SJJliJl 
(ROA) J^SlI Jp Ju'LJI j (ROE) aJOI! Jp asUJI j\ ^ ol 

Jajj ^ aJU aLUJI S JaJl oijfc ^ j . (EM) AjSQll Jp JSLJI UpUwj 

obl^l cjlll ^Ij : JJ^ pj-*-H> Jj-^Ml Sjbl ^Uu^ ^U_p 

^yali- U-J ^Jl^^l oljUU t^Jl^^aJl tSJiUJl jJ> {j* olij^ilj 

jjlji j! Ujj til* .<*jj*A\ (iij— Si i j ou^i-L 

Jj-s^Sfl Sjbl uiJLfc oLi ti-iUil c_jLpL^o J j-^l J-p JJUJI = a-*JQ1I 

U5 j . aJ c^JuJcJl { ysj^ J A^iQil Jj>- jt-Ji^J 0j-£j 01 J-wVl ^jwa^-lj 

. ciJifll li-fc Jc^^ oLoL~- j> j£ 0) ^ij JSCtJl £~*2jt 
p-^iLl j J j-^Sl Sjbl Jp yj: ^Ij jUail Alo ^ ol ^JcJl jiS"! y 01 

SJlSLJl yux ^^.La J_p j-^Lil aj^'LJ SJjLaJl jU^»! ^ jt^' J-^ 5 

c bjSf ^USlI jJwall JJU-, 5JL5UJI jju- 01 U_,j .(NIM) 

^ ^Jl Ob JUI ^Ij SiLjJ ^uVl jJwall Jii UjjA, ^LjSflj tvJ^I 
4^JS ol ^Jcdl b! .iJWI v^S/l v> c/ l& J 111 c0^^ ! 
jb If la ^JLsJl S^Ljj olS jJl ,jJl jiil <-jLa£j jJ j^cJl ol jJ^lS" ^ y^^l 

J^Sfl Sjbl ^ AijbJl . A^SlI ^ A^llJl ^-jOJl J> 



^^■jlj t_^j>-jlj AjU cijUail ^ j^a£~\j Jj^^/I ojbl ^UaJ A-^I p_g_aJ 

^JUJu cijly al l cJlS" oLv^jJ-Ij ol^oujVl J*>U>- . ^UajJl U14J LjLLkS" _}->- j-* 

(wJiiaJ! jllp £j>b j Ji^-vi ^ji < aJLSC^Jl ob Jl j-*Vl ^ Oj^-S' SJLvS> jL 

LoLi" ^ cijL^dl jj ( _^jJl 4-jjbNl 4_LSLill c-JLS" aJLp j • j-^ y £-j bjj 

ojbj. ( Jp jlll j^s3L>ul i^^Jl li-gJ . Jl y*S\ o ^Jwdl oJ_^?jVl o J_a> J*>\JcL^I 

. ^> j^Z^-\ ( JL>sJ JliJDl L)j5 J J_^3*yi 

4j>t-jo ^^aiLiJ! ^ aJJl^I 4_aJlSG1 ob oJu^jVI oIju oLjL^JI JuLp j!>U>- 
C-Jj jJl ^j-vuij ^ j . Lg_xJ °jbj ^ 4jjL>rjJi olS" j-^tJl jjlp j-^Ji (_£ JJI ( j-w*>tilJ 

Jjp ^JlkJl !Jl& Jjj^jJj . ^UaliNl t j-~^Jl A^Jo l y>j J 2}\ L-JlJaJl ibjl 

oIijuJI Jt>l>- j-JT _yJl ^=-^1 ^-^j <■ l-g-* j-v^- °jbj. J| i-JjLvfil! oLi- j jiJi 
.Jill jijil 4^Jli ojb^l ^H- 1 -*-^ fj-v^l (J-^ olij^-vJi ^ Jj'Vl ^_>4-lj 

i^jUIl oJla j . q^j^I V^l cJIjj^I j 

^gJi-k ^>,.<o |»|jj>cJL^I ^-^3 £j-JJ jjl-aL* J^JL>sjJ L^_*^=»l jijj Jl J-«Vl P-l ^^Iso 

.p-^iUj Jj-^Vl Sjbl ^ (Spread MGT) J*\^\ Sjbl 

j^^Jl Jp o jUail U Jl^JI clv2^ J^ iU-l iL-iCJl j sjisUJI jU^I 
dUS Ji4 ^JJl (^jbVl ^LkJl ^-^t -***^f fj-^-L? Jj-^^l Sjbl 

^LkJl Ijl^J U ^JiJ blj . (ALM) ^j-^J-l j Jj-^VI S jbl aJlp jJUsu 
3JLLJI j>j^JI j!>l^ ilaA^ril Sjbl ^ ^uJl>c^JlI AjjbNl JjL»jJU j*^^- q& ojLp 
qjLp ^ j.,^4-1 j J j^£?^l Sjbl ^w2j 4Jlp j . (J^jjlII ^j-o p-^jJi Lg-JLp- Ji>-^l jl J->o 
. ^Jj J5^ Jill ^ JlI ^5lS Jl >JI y> 

t ola jlxll L>- jJ jJvSo ^ iiiiT a-jLvJ! ol jr JcJl dJ^bjl oLJUiJl Jup <J*>Vi>- 

AjliS" JsjIj^j ^j^lnJl oJu>- t SJjLaJI c-^jjJu tA^jlijJl Jajl j^.Wj ^JljiJl 

p\ c^s^lj Jj^Vl S>l cu>^l l^L^^I oi^J .Jill ^Ij 



(Maturity Matching) ^ j J j-/»Sll JU-T iJLULo 5 J*Ai» ^ ^^Jl 
Sj-Jcdl s^yc^jJl o jSJ> j (Duration - Matching) UjU-p! 5JbLLa S ^Xi Jl 
Options ol jLJ-l j Futures oLL^lJJ ^IjJ^l^I j Variable Rate Pricing 
Jj-^>Sfl SjbJ ^LkJ jLi oljLS^Lj^l oJla .Swaps oLbL^Jlj 

JljJ ^ (Art Not Science) |» jJbJl ^^J j j jj^Jl t >w> JiL ^ j^ajLl j 

SjbJ Jj«-=r (Jlj— VI ci!>bi>-lj ^-><J-I (j.* c-ijL^ail ^ S^-j^iCJ! iJ*)^^^! 

: Repricing Control o^****^! o^LpJ <Jp S ^k^Ji 

Jyi jd\ J^>! j^il ( yzju jl JjL- Jus^i ^ ui j-^JJ Jill J^i^il ^ ai] 
S jJa^l ( jiC<^ V Lf-^jj Controllable L^J (t X>d)l ^SCw cij^ai! *bl Jp 
oNI^j <j j-^j-Ji £>!>Uj 4J jJUil Jajlj^aJl i-^jj .Non - Controllable L^Jlp 
JiVl <_|p . S jJa-^Jl Jl U ZsrjjJ Jiil 3^ J.\ Ljli jU Jj j-^l 

SjJuil ^J^xj ^ Jj-^jVI ojb| jUiLo {y> ^!>j>zZ}\ jl j-A jaS OjJJ-I 

Sjbl A^-ly ^1 JStill ^5"! <y> jl . (Ability to Reprice) S SiUI 

J j_s^S?l JJ f j-s^-l o ^j«^vJ ^UJ Lwb cijUail AjI ^ ^ jwai-lj J j-/?Vl 

s^^J S^UI t >SUll ^ jl5 jl <uLp j . Liability Reprice Before Assets 

. ^> j-/2iUj J j^SlI o jbl jUa^i {y> p_&>^l C*^- ^-v2j <uU jl J-/?! 

^iCx^Jl ^^^j ^1 ^ ^ pi j^xJl o^Lp| olJliJlj a» j5CJ-l Jl j-al 

Jji>-i J^_vu U-15 A-JUi .^IJb^l obLfJi jJt> LfJ p_£xLl)l ^ji^-d ^1 Jl_^°^ 

Jl^! ^ *-*SJ- l^- oJLS" UK (Money Market) Jill (3j— Jl ^i^all 
t^L^ (j-o-H^ <jjW^I ciljj^lj ^°j^-l t3bj^ j^ J_ftwf^l 4^>-U ^ \J\ . jS\ 
ol j^Vl j-i^J U J o^Ip| (jSC<u ^1 jJtdl _^JI ob j^jj^lj aj>-bi\ 
^LjJl 5i*>UJl j! jLjlpNI ^ Jl^L j! 11a . j^SCj^I c ^SU_> 



jLi Loans Commitments ^y> j j-HJl oL«IjjJI j Customer Relationships 
. j^^aiJl ^Jill ^ olJiilj oljLiu/^i ^ *j£s>*z}\ ^ LL- o 

^-Aj ^^1 ^ j-vai-l j J j-s^^l j! ^ li-A bJilJLj t j^>Jj d)i ^iCoj aJ-Pj 
J j-v/Vl ojbl ^UajJ ol jil Jli ^^1 ^ j ■ a II ^ kJ^-^dl S j la ■ ■ *» 

L^J ji jJLj ^ ibbJl ^ Oj-JwaJi t-ijLvail (1)1 Lo-jj . p-^J-l o cijLvfiil 
^^a-x-i 4j>-IjJ Lfili 4 oUL- A ^J i l ( J-^- a ^-jLp- ij-LJl ^-o o oljl^>- 

. ^ j^s^-\j dj-^Vl ojbj. ^Uaj c j^-vC> oL-lvJl 

: Net Interest Margin (NIM) SJSUll ^ JX^ JJL£ 

jjt^ o ^Lsi- Jl ^JajJL cJjwail obi J-P yS y ^ j-*aJ~\ j J j-^Vl o jbj jj 

JiSljiJl U 1»U ^Uj ^.LL. L> JL5UJI j (Interest Rate Risk) SJLSLaJl 

: 5JUI ibUll Ai y6 d\ (^JJI j (Net Interest Margin) 

( ^ ) ay! ^ - ^ .«u) _ (nim) ^ ^ ^ u ^ 

. jlSUJI oli J 

: j^IS- 0) ifeUil 

(Y) ^Vl JrtP = ^ ^ u ^ 

JJUJI oli J yjH\ 
ji^l LJji li| (5 ^J>-l e j j s<a i 0) aJ^UII ^ j^-^' <j^~*-i J 



j^l jiJI 



- Ju'UJl oli Jj^SlI ^ a^UI J5l j^l) =J5l jiJI JX^ 
(V) (J5UJI oli Jj^Vl Jp Jul ^JliJ 



NIM = [ Interest Yield on EA - Interest Cost of EA ] 

J.* j t Spread (V) ibUil ^ jliil j-iJIj JjVl J-SJI ^ cij^l <!)[ 

J j-s^Vl Qj^-x^J A^e-Jl jj-o "^^Jl ^ cij-voi! ojb| op-Las' t j_P j-^-su 

^ ^c_v2Jo Oj-s^il *bf Jj^ (NIM) JL5l jJJl c^^ 3 j^H^» ^1 • f J) J 

jjljiJl ( jl»U i— 'JLijj <j>y~** d)Ls ib-tAj 01 Li" j O) ^ij jSCiJl 
.>Udlj JL3LJ1 v~U <>• J 5 ^ cj^-aII ciiji OL-L-Vl ObJbJLI L* (NIM) 
SJjUJt. : ^ J-al aJ*>C <Jb y& ^ j^-l S^>- ^ (NIM) JLJl jiJl j 

: j^ls" l^p j^ jl c jiCoj 
NIM = (Rate, Volume, Mix) 

y^A j J j^a>H\ Sjbl 0 jifliO JljI jiJl (jlwoU ^ (-jjbJbJl Ola <Jlp j 

4.ft./gJl L^J >^lxj (Jl j-xl ^ <-SjUail (1)1 Ujj . p-^-l Lg-^I J-al j^- 

Jit O^Jl*^ Ji^ uijUail jU tA-lxIl ^JjUailj ^jLia SiU-l ^L^Sj^Jl 

. 051 jvaJI (jlaU {jA 
\^ JjI jjjJl t j^- 0 l-A (_^U^ O^^bw ^d^^ Aii *1>~I jJl j-s^il Lo| 

JjI jiJl j^p ^jfl c-ijjl.^ail <l)l j UJi . ^>^l j^l j 4Jjb| <— 'L^^/ .^p**^ |»Lp 

A5l jjLII obljjl ^ ^jl-^ ol Burden ^oJL j U jj& j 

0 jliJJ ^^1 j^fll cij-yai !>U^ jw ( ^ ) j J j^i-l . ^4 J 




VARIABLITY OF RATE ROE 




Jul jiJI Jul y}\ jJ> ^ (ROA) (EM) 
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^jUa-« <o> Uj Ja* Jul jiJl JJU> Jlo-. Jul jiJl ^ JiUJl . (Burden) 

^ ^ c^jjUail <U-o U-j ^la-a JJi jiJl j-J> ^ JJLJl j-gi ^v-oJ! to! . JJl jiJl 

U5" . AJjLa A^S Jul jiJl ^ JjUJi J ^C-^Jl ,j-J 4i}UJl tjw j-gi j^^l 

Jl "/I A, <U ^ L^jJI oJla ^ t >£i Ji o-ljJl J>j^3-a jli ^siij 

jUall (j! CUJ Ji 4Jli ^^lil *l ^il~-t)j (. <J ^^2^ ci^ J-Sij-iJl (j^^ft 

LgJaiLi ^^So ^ OJ^-C ^ jj oJjLjJl jLwl ^ (--jJjJjJI (j^jtxJ jl ^.k" j 

J^- ^i'jJLj .^.jwajLlj Jj^^l ^^Ji^j iia^il U-J (j^^r^ 



JUJ b\ Cj^h t(NIM) asljiJl <y jtfljiJl ^ jtfUJI 

. (Y) ^ij Jj^i-I <y US' diJS (jw jl t ^5C< > j 



(Y) ^ j JjO^ 



HA\ ^jLio ^ <\AY 


HAY ^jUo \<\Ar 
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Jl c_jLJ~I JJ^i ^ jJcS\ J~U- ^jSCw <uU (jj^Jl l^axj <U*U AjjUcJI 



^->=->- j-w«jJI i-^^o ^-J«J j SJjUJI j-J«jJ! cw-*j JJ>-wL1I j_J?J 

^! (^ono)j ^>j»i ^ ^jdj * aj! (nv) jp jp cJJl 

pig-*-* jl (Y) ^Jij JjJli-l ^yj Jaj^*>\J jl t v r £L*_ij UjT . oJjLjJI _y<_^ ^ j^ijJl 

! ^j-oLv^p- ^JlJ SJjLiJi j-jAjlIJ j-k^jl! wijL^Jl ^sLy^ ^3 ^v-ijJl 

^ * , * * » ^LJ-I ^-^>- 

"/. \ * SJjliJl j**M 



R ^LJ^I J^i 

?JJ^jJl ^ ^^id! JJb£ t ^^l<u cLS'j iJllJl SjIaJI ajL^j t^LJ-l Ji^i y& Li 

(0 R = v x r : JJ-jJI 



R = J^jJI 

V = f*J~\ 



(Y) AR = VAr + rAv + g v r r V r 

v = ^>JA Ji jJc}\ g v = p>J-\ ^ j^Jl J^*-* : ji 

: JUI j^Jl Jp (Y) ikUll ^ 
(X) AR = VAr + rAv 

AR = 0.02 (12,500) + 0.11 (5.000) = 250 + 550 = 800 

: jl L j^u Ijla 

^ A » » = A * 4 + ^ * « » = .iJlill e jiill 4jL^ l-jLJ-I J^-i 
A * * = Ji-JiJl ^Jdl 

A * * = oo* = 5JjUJI ^ ^Jcdl * 

: o *J^jj eJ5UJl 4*dUJtf 

C^>cJl ^yo JLsul Jl J^jcJI <^JJaL> IJla j jLull *ta^l jl ^>La../?.ll e-ta^l i_^L^ol 
c SAjUJI jl Jp Uju j*yi o^JLs^j ( jj>cJ (^JJi JJb^Jlj • (j^l jP^I 

^ 4 ^ 



(Gap) Sj_>c_iJ! ^jlij J_p ^5" ^» j-yoi^i j J j-vbU ^-LsJj-S Sjb^f! jl 
SjjLdl ^ j ./? 4-1 j (Rate - Sensitive Assets) sjjLLII j-*—; 5 jS\j&\ Jj_^»Vl 
BINDER Lgiy. U^j . (Rate Sensitive Liabilities) SJiSUJl 

SJtfUJl oljiVl (1980) 

j\ V JM^ JuL-I j\ Jl U^-«J ^5Uj j! 0i4 ^ 

.ijil 

La j£J-\ Jl j_*l) ^ oJJLaJi > I jlS'Vl uij Mail ol jal Q ./?7 aJLp j 

. (S^Jdil SJjUJI jU^I oli ^j^lj £|JbVl obL^J. i4-/2jUJ| 

: Gap Management a & jW 

GAP = RAS - RSL 
RSA: Rate - Sensitive Assets 

RSL: Rate Sensitive Liabilities 

: oto! Jill jS" jil A^jli U «j jval Iims» j^I liU 

A* (RSL) sjsLUI ^ s/Ldl fJ -^Ll Y • (RSA) sasUJl s/bdl J^SM 

Y» <i A* (JpjlaP <L)L-*su (j^Jj^l 



:<jVi jl aJU 

V = A* - Y • = RSA - RSL = 5^11 
. /v Y * RSA 

/.Yo = = = (Sensitivity Ratio) iiLLiJl i^J 

A* RSL 

. (Silent Run) 5 y>UiJl oJLa tjr o~Jj SJu'UJl jL*J 

4iJ5 jV ^LjjSlI JJJ SJL5UJI ^ ^ ^U:^l iSJLSUJl >U _ Y 
SjLJ>- Aj^-JhJ! £^-*2J A ^-&J . AjUJI oIS Jj-v^Vl JijLp ^ ^51 ^_aJ _^ JI^S/I 

. Solvency ^all 5>.ji ^ J*| _^J1 oIa j iXUl j>- ^ jjjj 

"oX>-\ j 4_IU- ^ jjiC jl c jiU-» ci^-^ail jl iiJjLkll 0L0I jjJl oJj>- jl 

Zero Gap s Jb>- jj V * 
Negative Gap aJL* s ^^i jb>- jj * 
Positive Gap 

4J U J^U Jii cij^ail jU Zero Gap I y>J £JLa j^-jj V jlS" jU 
oLj^jI j^MI (^jlp-I ^-w 2 -* j • Maturity JjUj-x^o^/l ^>-U ^y^}>- j 
Maturity ^ j-s^l j Jj-^Sfl cjU^jL^I *J:>U_a ^ p-^lj Jj_^Vl Sjb)f 
Jp JJLU-I yt L^Jl ^Vl oIa lJjl& j .Matching of Assets & Liabilities 

j^J jl jj^-oJ C^>- -l?-lj ^jL-J 0 j^xjJi j jio CU-p- jjiv? J^Uj 0 j^>*3 

RSA 

GAP RATIO = 

RSL 

alj&> 4_^jLfT J j{J- UJb 3JL>=ilj Ij-Jt ./? II jL^ail j! oLJ jjJl OJu>- j! 



jl SJuliJl yu*» Jh\jZ {ja (j^tA^-l V oi* J^Ja^ jl y& 

a^jJL sjlsUJI j_* j) Prime Rate ^L-Sfl SJuliJ! ^ i^jJ-l 
N (p-^JJ SJL5UJI £|JbNl obL^jJ SJJLxJI (Jj-s^bU 

^ IS JA tf> j>\z USta ^ j ^iiJ 5JL5U3I y«-w- ~*S JA jl ■ jUiljij 

oljljJL ^ jiJD ^ J jiD OjbMl i^JJl SJjLflJl 

• (*J4 

c3 ji: Jj-^Sfl j! lL-w>- Positive Gap ^ S j^i ^ ^ JLJlill 5JUUI 

: ^jj US' aJU-I ojjs l_ ijj^J o^HJ • ^y-0^A 

RSA - RSL > 0 

:jt 

RSA > 1 
RSL 

0 * ) _j jJii: ^ jwaJ» J J^J-i 0 jJ-a ( \ * * ) _j jJ-HJ J jwsl 4J lJ ^luJ 
. T (^jUJ 5 j^>ci j^j^ j jJ-* 0 * -J j^-Aj" ^ ^-waJ (jMji jjJ-» 

^0 JlJ Jl 4_>«jLj Jb'bJl j jSL* UjJwP «J jUail L^-UaiJ 4JU-1 oXfcj 

. (t_JL*< J| iw-j>- j» 

J ji: ^a-U j! Negative Gap 4JL- S :>jj>-j ^* ti\J~\ 

Yield Curve jljUJI t >^ a OjSC> Uj^p iUsii^ 4JU- oi_& . £jb jJl 

<JLJI 0 j^-iJl iJU- jlj U-S" Upward Sloping J-pI J! JjL-1 ^ 

4JU-! oIa <y> j! jj^Ujj . ^iKJ! ^ JpI BJjli Jjjcw tij— 

RSA - RSL < 0 

:J 

RSA 



RSL 
W 



1 



jU ^Ujjl aJU- ^ SJulAJl jL^ul j jij Ujllp <d iljju jl ^£ 
. j^JI ^ j SJjMJJI jU_J ^ ^JLJI tjjUJl 

. ^JU-I 0 Ia ^ jj JjUI ^1 yi^l Jbii j 

: j» j^-lj J j^V! S jb! oU j5Ca : LJii 

^yJl pj-*aJMj Jj-^Sfl JuJu£) jNjjJL Sj^LJ! ^LJ _ ^ 
. o *xJl ^Uj L^J-p ^1 odjLjJl jU^I jjJij _ Y 

. oUj5CII ola J£j lj^-j^> U^jJ. *jJrt ^ J 

: Gap Measurement I ^AS „ \ 
I jl Jj^?Vl S^^jt^j oUI ^jj^ y& Sj^ciJl ^LS ^ p-*Sfl J^UJI j! 

Jp l$Jl ^JiJl j^SUj j^ai-l j! J-^Vl jl Ujj .JU^oV! ^|jL? ^Jj 

^LiJ Sjbl UjLjlpI ^iUj <uU S^^jJI iU; jl J| ^aJLi-l c^SjJl L^I 

S^ujJi 4_LULa ^Ijl j! ^ p_P^J| JjPj . J ^Sf| j ^ ^^iLl 5 jbl ^jS y>Ji]\ 

Ml JU^^M! ^jjlj aLH* I j£j> ^y> IjLjui ysl jjj<J Duration Matching 

. ^ S^ls ^_^J| jl5 Ujj ^i_ r v2-JlJ oy^Jl 5Jj| jil ^ J^—jjJI ^y> yj 
lift L^i pjL. ^1 4^jJl 5 yiJl JbJl^j S j^iJl ^LJ ^LS - olbl JjJbLl 

.^UJI 

\ .0 



(V) j Jj^>- 
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b\ jl>j L-jj uy _ r • Sul. oi <>s^j -f u <y ^! 
^ aJU-i oIa .Liu OjJl» o<> ojA* ro ^ jjUJi 

UjJlSj aJUI j-^Ij cM*- 51 fl*^ fj-^-b S >1 ^ <> 

aJj^JI ^Jlp Jii iJLJl lysJti oJlaj L.jj r * Oii ^Ij OjJ-o o o 

^1 p^iU oM ^UJi ^Jl ci^il l«J ^y&t j*\ 

. jJCj* SJtfU yw OIS CJlS" jJj C^f^> Ujj UjUpI 

: Interst Rate Forcasting USUI! - t 

Ui jjdl ol yLiJl Spread J^L^JI ^Ll* ^ ui^i ^Xi S^kJ-l 

^Lol^Jl ^ oMUj^-I Jp oydl ^ La S^uSl! SjiC^lj Duration 

Jj^SlI Sjbl ^ ^li^llj ou^J! ^j^j U?J**~ cM 



: Porjection of Income J>-jJL JjJI _ V 
o 6 ^! ^ j53il ^ (S05UJI yw) jL^Vl j ( jjJL j^jfJ-l) ^SGI JuJL^ jl 

o jbl J-xj>- jjb e ^jJoiU o tJjus. . 4_oli S jIa} Jj-jJb J-Ull Utl£L«j 

jJ\J ^Li ^ i^L-Vl 5 j£Jd\ jl Ujj . J^lJ.1 Jl J^j p-^aJ-l j dj-JH\ 

SliWl j^J ^Jj^ol J-£iSll ^ 4Jli ci^ail 4_iil>J,l SJLjUJI 

. 5 jkiLl oJLa J> Simulation Model 

: Testing Different Strategies £aJbm oL^I jL^l _ I 

oljJaiU jl C~>- ^ J J yjH\ S jbl jjli JS" ^jLf o jJaiU oJlA 

^ jstlJ tp^-l j-^i ^ j-s^-l j J j-^Sfl Sjbl .r-^ ^ (jlkdl 11* ^ 

4_s^>-l yi jl ^ijL! jl (.^^ Ll&j . i^i^^^-oJU ^w^-Jl yL^»Vl £JaiU 1 g 5 ...1 

ci^ ^j^^ J-^ ^ j-*^' j-^ ^ (* j-^-lj J j-v=>Vl Sjbl oL^Jl ji— I 
Decomposition ci^_^il *b! JJLi- ^ LlJLi_£ (Botton Line) ^ ,Ml 
oljl jiJl ol ^Jclo ^aI jl . u^Lw-Vl Jl l^^x* ^1 ^ lS^ 1 j Analysis 
j-o-Jl c^J-l coUddl ikU- 4 4j j: j^jJI oL^Jl^i^l : ^ 4JU-JI oJl& ^ 
ob Ljbl 5b! pwaiUj Jj-s^Sfl Sjbl £-waJ .Jill ji^l a-^j 

: j£>ell* jl <*-*-£ 4jU op-US' 

^ Jill 4i*>UJL UJ ^Jll 0 ^ j-v^l j J j-s^Vl ^ ^Jio 4 
. J5\ y}\ ^Uaj ^Utl JulsJl j 5 ^JsUdl ^ 

^Jil ^ ^Jl ^Nl <iaiLl ^ LLJI SjbMl U^l oU jJUl! 

. 4lasL| oIa Jp Ajjj ^Jl 0%JL*ljl JU-^I ^y. j; ,.,^Jl 



Gap Management & the Effects of Interest-Rate Sensitivity 
on Bank Performance: 

4^5 IS i^il c j5U_i <uli ci^^all *bl <Jp SJjUJ! jU-^I ^ jtfl ^w^jii 
5JLLI ol* jL^V! ^ UJjJ bli .(O ^ j JjjO-| ^ w>1^/l Jlil >>i 

^jwai-l J Jj-s^^l J* Jaii jjJj c5^l - SJJbaJl ^ 7.T Sibj L^xiij 

. ci^ail *b! ^^^--Jl ^bJl Ajjj <ji^> 4jI* - SJ^UJ! v^-*^ 2 

^ SiLjJI oJla (jls Negative Gap J ^Jb- ^ j-^ll ot Ujj 
J^Sfl Sjbl fcJL jl jLlpNI ^ i>-t 01 ^ j&j .u>sA\ *bl ^ 5JSUJI 
JjUi Jj toJLSUJl jU— I ^ ^ (*b»l AijlSla t-ii* N p^siUj 

. SiljJ yui J^ 1 cy ^ ^ 
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(RSA) SjiUl J^l 
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(FRA) yuJl ol' Jj^Sfi 
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(RSL) <>^\ 






(FRL) y^Jl oL 1 ^ y^~\ 






(None Interest) g J>S\ p y^A 
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. Weighted Average Cost or Return JtfUil jl 4iiS3J <l)j jjll Ja-» _yd! * 
. Shareholders Required Return o^LwJJ ^ ^u^i j^UJl 



(Nil) jsl jill ^ JJ-jJS • 

(uo y.<\ - (v-) /a - (r-) y.u + (vo y.u = 

n,Y = \ *,A - 01 - *Y + 11 = 

t \ y 

OA = — NIM (Spread) Jul ^ill ^ J^l^l Jl^ • 

<\* . 

») _ = v- - v . = RSL - RSA = (GAP) S^l • 
JJ>-jJ( ^yUs ^-vaj V^,Y = tw-oi^^Jlj 4jjU±l^1 JjljjVl 

. \ • = n,Y - n,Y = 

jU jt-g-^l ^L)jl Jj>Lj. ^ ^ '/.£ ' ^iJu cij-vall jl lw? ^lil lilj • 

EM x ROA = (ROE) ^LSOi! j>- Jp JtfUll : <uU • 
7U,o = H,o x 7^ = 

>Y,o = -Alll = EM = _A^ = ROA 

: ^ US' JJaJ Jill jS" jil ioJli ^ y j ^>r^ • 
Jul jijl ^ Ji-jJl • 

(UO 7<\ - (V'O m /.\< - <r»0 7.u + (i-) y.w = (Nil) 

W = ^ »,A - V* - £Y + VA = 
'/£,n = = (NIM) asMI t >U iU • 



a = n,x - r<\,y = jj-jJi jl* • 

S,A = '/. V X A = qLjVi SiLjJ! • 

■/A • = \y,o x »A = ROA X EM = (ROE) 4,5011 Jp JtfUJl • 

U,o = AlLL = EM *,*»A = — = ROA 

A* ' W 

o Uj^ V* • Jl ^Jl!j\ (RSA) 5JL5LLII ! • 

.(oO Jl owii^l ci>Sfl Jj^Mlj (Yo%) Jl jsUJI fcjU J^Ml 

= V* * - V» • = (GAP) ij>J&\ • 

(HO 7.<\ - (vo - (too y.u + (v) = (Nil) 

£o,Y = ^ sA - V* - To + <\\ = 
= = (NIM) JS\ yi\ ^ - 

U = n,Y - *o,Y = J3-JL31 - 
A,S ='/.VXU Sj^il ^-lijbU a*U)M - 

(roe) assail jp jjUJi _ 

7W,o = H,o x v U = ROA X EM = 

: 3 ^-Jl js**^ — ^ 

Jl J^J gUfjVI Jl (RSL) c^ii Ji c3 j-Jl ^ ol^- o! • 
pwsi-lj 0 » 0 Ji c*jI±JI j^-Ji oli p-^-t c^uUJl Uj^, (WO 

(y « ) - = w » — v * * = RSL - RSA ; ^-^j (GAP) • 

\ \ • 



: Jul y]\ JJ-jJI J>\^ • 

oyo /<* - (wo y.\> - (too /u + (v* o y.\r = (Nil) 

t< = <\ - W - To + <\\ = 
7.1,1 = = (NIM) SPREAD Jul _^5l JL^ o 

A, A = n,Y - = J^jJl © 
o,YA = 7.1* X A, A = Zyy^±\ ^lJS\ J oljJl • 
7.U = H,o x », ♦ ♦ AA = ROA X EM = Jp juUI • 

\Y,o = = EM s-AA =-Ai = ROA 



. olbl (o) ^ij J jjJ;-! ^ J-ai jjJI oJLft. JS" ^^JJiJ t jiC<>j aJlp J 
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Dollar Gap jjdL S j^iJl 
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: j?[Z oJlp Jp ^ o*>Ul JJ^iJl (1)1 
(Negative Gap) 4JU S jj>J 5Jl^ ^ eij^aiij SJjUJI ^AJ&J Xs> _ ^ 

4 L^lJaA^ JjJlxJ ^y* C-J^ij jUjj^I IJla ^ij^ cJ^^ail S jbl cJlS" jl - T 

. v-fl^vall 4j>Ji../ai ^UjjVI li-A |»JiniL^J (jl (j^^J 

^ JJuJ _ oJjU ^r-x £jta j **>U*Jl v-JJaS" _ (3 <_Sj^ Oj. - V 

^^LaU. (_<iU> ^JiLi! ^ j-yfiiU J Jj-^Vl Ojbl ciJjb (jl ^ ^-PjJ! JjP _ £ 

Jj^/Vl Sjbl <jl ^1 ^Jlj ^ ^ 14J ^JuJuJlj NIM 6yJH\ 

. Jill ^Ij 4jUJ j 4JU2JI ^jVi - dlb J^pI Jl J-v^ ^j-^ai-lj 

ojbl ^ Uai oL^jil j .JjUil : fell* 

^ ^-jli U> t(p-^U) oljlUl /(Jj-^Vl) obj^jil S>l ^ly 

^ aJIp A^-ji Jip- ^jJLsxSli IJU jl jJ-*J l4_Lfcj JjbU .obUD^I jj-a 

^ Jwail ^ j Jl J jJl ^ ^jJl Jj> c ijjUail A-J-aJI S j-J-Ij t J-J-*jJl 
fV ^iJl Jl cJL/? j Ji AJ^sil Ol jb)fl jl US' . ^Uil J ^yj> jJij J^lScJl 

ob_p-jil Sjbl j! L^jJ c*jli3l ya JL5i .L^ji^S/l I1& oU«US/ &JH\ 

_^wJl vLr^' cs^^" ^^ry Ji cpj^ oLj-Lkil ^ Jj^j 

oJU- Jp pbVl jUj ^^Jj Ji ob_p-jil ^JU- Jp *bVl j! caJ ^vaii 

OJlfT US') 4j (Spreads) Jjl jiJl ^ U aJI SI 1 ^^iCJLj t oLjiMl 

^Jlp» Sjbl jli t(vjSCj-l ij^i JJi Ji J-^J tJjUail cJlS" Ujj^ ^ 
. Oj-^S" Ap"jJ-5 < ^r >x -',^ 

J j$ oLjikilj ob ^ (Mismatch) «a_LU11 
4 a4.'.U SJJliJl jU_^>l tt>*LLo tobj^>-jil ^»Uxj>-I c^->waJ J-ii 



^J> ^ byt^p ^ ijste- £jJl i-U {y> ^rjl j^-ol jl ^ p-PjJl Jp J 

. uJ j^XoJJ (jjJLs^- J,bJljj toJjLAil yc^> I Jb\g- JUjw5 <Jp dJUJlSj tJjjJaJl 

: oLjilail /obj^ll ^^JLyj ^Ij^u^V IJLJ1 ^sUJl j*a*j _ t—> 

Continental) ei^^* 4] U> j^JI s ^UJ, u j LUwiJl ^ ^ 

oULiNl jM jjJL ojjjSfl ^sb jJl ^Lo c^y& jl t (Illinios 

^1 S^^lSJl JJLaJI oVL^ jl . aJ*}Lo ^Jlp J ^<\A£ aj^o o jJul>\ 

jjXsj f-j+M ^jIXj ^ CLotS" SJj>tlil vIjLjN jJl ^ jUoVl cijU^a 4pLw3 L^Lgj>-l j 
li_A ^IJJ-^I ^ Ui^lJjdl oli'^UJl ^0 JuJbJl jjlJ JOJ . SJLSLaJl S jb\Jz 

jj\ oVUU J JsA\ Jill ^Ij ci>^l jJii .oJ^Jl dUSj i Vj JL-^| 

4 0jjJ_J t jUjoVl 4*P J-J Jj_ftJJ jtif Jij .ijUj^Vl O^JsUril jjJlaJ L^_J S-j^l 

J^wf c J-^j . otajj>-jil ^j^J 4_^L^Vl jlpIj_1]L iIjIj-lS'VI 4 1 - . # >• 
^ (Seaman's Bank for Savings) Jjl« c^ijUail jti t oljU±^Vl 

t_j ^^^il Jjtfl Jii . 4*3 jlil ^oL^lisVl olj jlalll jjJu; ^ £>^J (i <■ iij jJj^j 

4JU Ljlll olji^L cobJU^Jl ^ jliJl (.< aJI JM^ <.4_>jU±L^Vl Alki^ 

JJL*Jl Jt>li>- SJjliJl jLuJl oLIaj 4^>cjj (j^U^Jl 4_gj>-l j» ^ t JjUJI 

Inverted Yield) _tfl _^Jl ^ aJjLjl* oL^>c^j ji <u1 . dJUJJ j >LJl 
toljU^Nl ^0 JjJsSfl Jil cJlS" sjlsUJI jL^ol j! J\ t (Curves 

^ 4jjJ Lo J5 uij^.1 Ji J^-Vl j^ai Jij-*^1 j^U^ AiisC; ^\Jh J jl ti^>cj 
4j| jJl} (Chase Manhatten) ^jlHj cui^^l oL^ dJLS" llSObj .^L»jt 

4~£jy)S\ ^5bjJl jLv5 45"^ SJlpLv^jj tjVji j jJb (Y^YV) 4JJUI <L*5bj_> 

. (FDIC) 

/obj^-jil Sjbl i»-jji-^l oL*iLI jij-^ oIj^^jJIj ^^111 JLixJl JLg_*^ JuJ 

jl 9- ji! jJL) Lojjj . 4_jLjlHj jjjlsJ j 4_L^Lij \s\^p cux c^>- t oLjJLiail 
<U^fcHo C^wiftj (,4^|JJ^L^I JjL-j jJp If C^So-\ Jl5 Aj^^ail oljb^/l 



b\ -l/jT^ J> «-JjU^M jl ^\ toApljij 

.oNU~l ^ L5 i^l Ji ^ ^1 Ji 'V^ 1 

Sjbl oUJa; <y (Derivatives) ol&Jill ^IJjJbiJ - a 

^ ^ jbjj cij-^ll i*-! t oLwil ^Jiko ^ . (Bank One) J-^~ 
Off - Balance) «<-^^Jl (rJ 1 -^ ^1 a-pj-^ t >«-^ oUjl^II 

^J^ail Sjbl oJU Jij .c^j ci^— t (Sheet Items 

J_*UjJ| ^ sMUll >U AijiLi ^jJ Ji tJjL a^>JJ jlill ^jJlj 

cj\jSy 0 ~^* > tsjsuji jUJ c^i^i t ^ar J 

dUi (5^1 Jij . (LJ^ i jJ^ Ji ^-U* j Ji cJl5 ji J-*-») *-r' Cr* 

Jp) J^s ijij OjjIJ dili Jpj . 5 jj-S" y'Ui- Ji ci^l 

^1 coU^lii ^ ^ SJlil ol— jilj cJjUil ^UJJI Jw^ (^-Ij c3U^ 

, ApLyaJl jUaltj «-*U^l ^ t ^ ^Lli 5J -* toj ^ 

Vj JlJ JU-^I ^3 olSLj! ^ pJl jJUi a SJ^o JL£jU jjJ^- 

Jl a-J^J.1 oljbNl ^UJul Jl jjJJrl ^ M .oLjlUI /oi^jil 

jj^l ol^j) j^-^Si j! US' .aJjL^o oUj! ^ oil* 

jL J jJJl (> 5Ui aj! .>Sfl ^5L^il £. ai^Jp ^ ^Ulo aJ| (dUl5 

SI .Sjj-^li A^-jjJl oJLgJ jjJjUlo C j^Sfl aXJj>- J* tUJ ^j-U-Ml 

JLStsJ! olS" Jij .^^Vl J^U: ^^ij A^ly. ^ Jiljs3l oMU 



. U_gj^> J5" oLJ-wuj cjLjU^I ( j y a^>c^ij p, ./?>• ^ tA^L^Vl 
: (Profit Planning) JaJa£ 

JJ>-jJ| 4_*Jli yj oli*>bJl j!>L>- ^yj aJjlJI ^ LpL^. ^jJu/Vl jlS" JlLs 

^JUj ^UjJbMl < r ^>\ O-^ t^J^/ail 4^j^jJ| iJlyllj (^jLvJ-Ij ^LjVl) 

^L^b ^^ail (Net Interest Margins) JuM jiJl yo ^I^^Jl 

. l$*Sbj 

JsL^-^/l ^UaJiJ AjJlHJI i^LsJl ^ iJi^Jl ij^l y jij^^ Ji'jj - V 

.oLJUil ^Ik* JL. c(^yyi t^jSJll dJUl) ci^l 

4^>-jj t jLAj jl y Jj "Vj . La y ! ^JlJ jZS) oLvw^jil ^^a^u cJlS* JL5J 

Savings and Loan) — iNlj j\ — ol . * Jl ^ jLl 

^ 4JU.I oL^jil ^ Lftj^-p ya ytil cuJU ^1 t (Associations, SLA's 
ji (Spreads) J j-^l 0! sL>«i oL^jil 0 Jl& oJj>- j Jiii . oljjJaJl 
Interest) sjjLUI J^>^ ^ I yji! ol^J^jdl o^bjl U-i" . li^.^.. Jl^j 
Jj^ UMj^I iyzs-y^ Jl oby>-jil k^JU- SJl^Ij A^j^f y 1 (Margin 

elS'Ull oLfl^ jijktj «^| JaJai£» 2L,jJU 

: (Simulation Software) 

«^c_jjJl Ja-Ja^-)) 4_~ojJ_o_t ^yu-o La e- jJLi 4^»L-oVl oljj.klll y_i yo jl5" 

no 



jSLJ\ lg. J .2.>t.i c(Gap Management) S y>JJ\ Sjbl oUf» ^ SJ^UJl 
oUiy ilJLpI oljbNl sLSUll oUI^ c^-LI US' . li ^ilj 

^LJJL jtii ^1 4 ^UaJl SJ^UJI J js>- Lg_vi^ ^ 4_L (olj^;) 

^ ob jil ^jI^ 5 jJi ySl Lgl*^ Lf c ^JjUil Jp Sj^lllj 

C^>zJ\ US' . Jj j^j <-^bj tSJSliil jU-^L ik^l A^^lflll 4lJl j^l 

^ dUSj LLJI oljbjU ^j>il StfUll ^ ^ (jlaLSII jl) yj\~J\ 

SjbjU Ja-^j ^^Jl* JSLl, ^^JLl iLl5 «oUS y±\ Sl*U» jj5 j! VI 
tdJUS ^ ^^Jl Jp Jj .&LJI olJu cu:lS UJl& J^U" b\ J~> ^ 
IJL* .^JuxUi ^ yUl SjuJl ol^U vJUrfj tSJUbw. StfUil oUI^ eJlS" 
Jl SJb-l jil AiKJ J^u Ji ^1 ; oL^I^ V 1 ^ 1 <ii 

I j t^SUaJl oSjJlj c-ojjdl c-iJl& dili Ji . j^J 3 ^ 0 * 0 

.S^QI ^JIS^JI «pU LiT toJujJL-t t^JL-Sfl iw-jbr aUi>JlI 
: alSWJ oUI VK^ 1 viAJkU - £ 

yjs}\ y* ^ ^>Ji oLS ISij . oljl jJUI Sl^V ^iL5 (Repricing) 

Lagged) ^-L^Jl ^UjSfl ^> ^,L>^NI >b ^ cjI^lp^I jJH, 
^1 oUy^^J Jij^Sl! UlSJ ^ dJJi U5 t (Indexes 



J_*i ^>jij jl caJUI oLv^jil jujuJI aJU- ^ (■ L5 i^J L^V c L^Jlp- jJLJ 

Jp J j^oJ-[j L*>LJ t (jiJ^Jl Jp Jj^j oji. ^i-Lj Jl3 AjjULxJI oUj_&jJ| A^iJl^- 

juJl^jJI oLJu-p l^J ^jJ ^1 ^Pj^JI (1)1 U.S" . j^^vjdl oLpV A*j*>U! oUjixl! 

Jj_ ^-fl-vM . oLS"Uxil J-SC^ c y>_y5> iplv2» oL^ljliVl ^ AP j-o-^- (wJJalj jiCll 

(Core Deposits) ^-L-Vl ^JbjJl ^ aJuaII a^LJ-I jl niJUS 

oljb^/l 0>U-Ll>-l A~Ju JjP ojJjjJlj jlJJii J| objlkll /objj>-jll 
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Over the course of the past few years, there has been a marked increase in 
the level of securitisation in the international financial markets. It is clear 
that the technology and process of securitisation is proliferating from the US 
and the UK to a number of other jurisdictions and markets. Indeed, as 
securitisation was one of the great dynamics of the financial markets in the 
United States throughout the past decade, today's conventional wisdom 
holds that the phenomenon will repeat itself in the 1990s in the international 
markets. Of course, such conventional wisdom must be measured against the 
particular circumstances of the international markets, and the degree to 
which factors critical to the growth of securitisation in domestic markets 
exist or have application on an international scale. 

L BACKGROUND 

The 'internationalisation' of the securitisation phenomenon is premised 
upon its adaptability to widely different markets, issuers, investors and 
strategic objectives. Indeed, this is its raison d'etre - for securitisation, ie the 
conversion of illiquid assets to marketable securities - is the process by which 
balance sheet objectives are matched and accommodated to capital markets 
opportunities. An historical review is illustrative. The technology of 
securitisation was first deployed by the US government, which by 
guaranteeing the performance of otherwise illiquid home loans, succeeded 
in attracting new sources of capital into the housing sector without resort to 
its own borrowing capacity. The process was subsequently adopted by US 
thrift institutions, initially to circumvent intra-state banking prohibitions. 
However, securitisation took on increasing importance to the thrift industry 
as interest rates de-stabilised, retail deposits disintermediated and credit 
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ratings and access to the capital markets deteriorated. To UK centralised 
mortgage lenders, securitisation was developed to exploit an arbitrage 
between retail and wholesale borrowing rates. For well capitalised US 
insurance companies securitisation was adopted to facilitate diversification 
into profitable non-core business like home lending (as well as to grow core 
business through cross-marketing synergies) without misapplying policy- 
holder funds or distorting balance sheets. The same process is now currently 
underway in the UK insurance sector. For non-financial institutions (eg 
General Motors, Ford and Sears) securitisation is a tool used to drive retail 
distribution, as well as to capture retail/financial services synergies. For 
banks facing Cooke ratio requirements and a deregulated Europe, 
securitisation offers an important alternative in the critical process of 
effectively deploying capital. Thus, it is hardly surprising to see well 
capitalised banks like Citicorp and Barclays in the forefront of their 
respective markets. A number of the other banks in a number of 
jurisdictions, including Canada, France, Sweden, New Zealand and 
Australia, are in the process of initiating asset securitisation programmes. 

IL APPLICATION TO THE BANKING INDUSTRY 

Indeed, while the process of securitisation can be adapted to suit any 
number of situations, the trend is likely to manifest itself most dramatically 
in the banldng sector - and not solely because banks currently hold the bulk 
of securitisable assets. The new risk based capital standards, the ongoing 
process of disintermediation, and the accelerating industry-wide consolida- 
tion are fundamentally changing the business of banking. Gone are the 
halcyon days of collecting deposits to make a matched book of loans. 
Today's equity markets are forcing bank management teams to reconsider 
and redefine traditional measures of bank profitability. Securitisation will 
serve as a self-perpetuating catalyst of change within the banking sector as 
financial intermediaries adjust funding agendas, investment portfolios and 
business strategies to accommodate increasingly discerning bank equity 
markets. 

Traditionally, the equity markets valued a bank on the basis of whether a 
positive interest was earned - this spread, net of expenses, was then compared 
to the aggregate capital of the bank. The aggregate return on capital in turn 
was compared to the performance of other banks, and an individual 
institution was pronounced weak or strong, and valued accordingly. Little 
attention was paid to which individual components of a bank's business were 
profitable and to whether the bank's capital was being optimally deployed. 
For example, consideration was typically not given as to whether value was 
added in deposits, or in loan origination - it is quite possible that a particular 



bank's deposit business could stand on its own, but without cross- 
subsidisation in the form of below market funds or shared expenses, 
lending was uprofitable. 

Under such circumstances, a bank would be more profitable, on a risk 
adjusted basis, if it dropped the lending business and instead sold its funds on 
a risk free basis in the wholesale market, ie by purchasing government 
obligations. For example, assume a limited amount of capital (2%) invested 
in plant and equipment - risk adjusted capital required for central 
government obligations is zero. The net cost of deposits would need to be 
only 30 bp lower than the equivalent maturity government obligation in 
order to assure a 15% return on capital. A 15% return on capital would be 
extremely attractive on a relative basis given that the volatility of returns 
approaches zero under such circumstances. If, on the other hand, regulators 
require banks to hold capital at 6% of assets, the net cost of deposits would 
have to be 90 bp lower than the government obligation to generate the same 
return on capital. The imposition of regulated (as opposed to market) capital 
requirements is the reason why highly geared US money market mutual 
funds investing in Treasury securities have historically competed successfully 
against banks for retail funds. It also demonstrates why banks have been 
forced to hold much riskier assets than Treasuries. The equity market 
demands risk (and return) commensurate with the level of capital deployed. 

Today, non-bank competitors provide ready equity/return benchmarks for 
banking's component businesses. Money market funds, unit trusts and 
insurance annuity products compete for deposits. Mortgage bankers, 
centralised lenders, insurance companies and institutional investors compete 
for loan origination. Mortgage bankers, centralised lenders and non- 
fmancial institutions compete for transaction processing. Money manage- 
ment is conducted by mutual funds, money managers and insurance 
companies (see Table 1). Although the process of collecting deposits and 
making loans was once viewed as a single business, each step in the 
intermediation process can, and now does, operate on its own. These 
competitive benchmarks force today's bank to view itself as a collection of 
businesses. In Table 2, the process is broken into four illustrative 
components: (1) The Depositary which collects funds; (2) Loan Origination 
which deploys funds collected by the Depositary; (3) Transaction Processing 
which services assets originated by Loan Origination and/or performs the 
clearing process; and (4) Money Management which 'buys' money, either 
from the Depositary or the capital markets, and 'invests' money, either in the 
bank's own loan production, or in other assets (securities) available in the 
market. 
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Given the existence of external competitive equity benchmarks, a bank's 
commitment to each component business must be appraised by reference to 
the risks, rewards, and capital required for that specific component business. 
Separating the business of banking into its component parts allows an 
evaluation to establish true profitability, accurately allocate expenses, and 
identify and eliminate cross-subsidisations. Because of the different level of 
capital required, each component of the traditional banking business has a 
different level of required profitability. Low risk (low capital) business can be 
supported by low returns. High risk (high capital) businesses require high 
returns (see Table 3). As the equity markets only pay for value added, 
engaging in businesses with an appropriate capital gearing relative to more 
efficient alternative provides will squeeze margins, reduce return on capital, 
detract capital from more attractive opportunities and accordingly reduce 
institutional value. 

HI. PORTFOLIO OPTIMISATION 

A bank's securities portfolio takes on a new light in this analysis - enabling 
it to function increasingly as a competitive money management business and 
an independent profit centre. Traditionally, a bank's securities portfolio 
served primarily as a liquidity function and as a place to warehouse funds 
until otherwise profitably deployed. However, with the bank equity market's 
shift in focus from return on assets to return on capital, optimising returns in 
the securities portfolio becomes imperative. Effective money management 
can increase bank earnings dramatically, find hidden capital in the balance 
sheet, and better insulate an institution from interest rate risk and hostile 
acquirors. 

Take, for example, a bank operating close to maximum leverage and 
considering new on-balance sheet investments. Prior to introduction of the 
Cooke ratios, the bank had four basic alternatives. It could either retain 
profits, raise additional primary capital, dispose of an equal volume of 
assets, or forego the investment opportunity (see Table 4). Increasing 
retained profits is not often commercially or strategically feasible. Issuing 
common equity and shrinking the bank's asset size or book of off-balance 
sheet business are both relatively expensive in terms of their dilutive impact 
on earnings. By contrast, and in light of the Cooke ratios, rearranging the 
bank's investment portfolio might provide a very cost efficient way to raise 
risk-weighted capital ratios. 

Assume, for example, the case of a bank that currently holds §10 million in 
floating rate commercial loans with a net yield (after servicing costs and loan 
loss provisions) of LIBOR plus 20 bp. The loans have a risk weight of 100% 



and therefore must be backed with §800,000 in capital, of which §400,000 
must be shareholders' equity. Assume that the remaining §9.2 million is 
financed at LIBOR. This investment generates gross profit of §140,000. This 
represents a 17.5% return on capital, and a 35% return on stockholders' 
equity (see Table 5). If, however, the bank sold the loans, the same §800,000 
in capital could be used to back a §20 million investment in a sterling floating 
rate mortgage-backed note with a yield of 32 basis points over LIBOR. In 
this case, §19,2 million would be financed at LIBOR, and the investment 
would produce a gross profit of §184,000, for a 23% return on capital and a 
46% return on shareholders' equity. The swap generates a 31% increase in 
the bank's return on equity. Furthermore, the bank would be moving from 
unsecured commercial loans into AAA rated, highly liquid assets. The results 
are significantly more dramatic with, for example, US agency mortgage- 
backed securities. In fact, portfolio adjustments can increase capital ratios 
and earning at the same time, thus essentially generating capital at a negative 
cost (see Table 6). 

As demonstrated by this example, the opportunity and need for banks to 
optimise capital through the management of its securities portfolio will 
impact and accelerate the process of securitisation in a number of ways. In 
particular, it will create an inherent incentive for financial institutions to 
securitise assets in order to increase balance sheet liquidity and management 
capability, to increase fee-related income to ensure a ready market for loan 
origination production and to maximise returns on its securities portfolio. 
The capital markets will increasingly provide a funding source for investment 
which have an important fee income or cross-subsidy role in a bank's 
business, but one which cannot be justified on a bank's own balance sheet in 
terms of return on capital. This will be particularly true as institutions look 
increasingly to foreign and unfamiliar markets for investment opportunities, 
where the need to dispose of credit, currency and interest rate risk will 
become increasingly acute. Through the technology of securitisation, banks 
will enlist the markets to provide the capital subsidy to those integral and 
necessary banking functions which otherwise historically have been 
subsidised by the bank's own balance sheet. This re-ordering of capital 
within and without the banking sector, an exercise in efficiency, underlies the 
ongoing disintermediation process. ,,.-■)■< -]j o-: iy:; : 

IV. SOURCING NEW CAPITAL , j 

Of course, the technology of securitisation only serves these ends to the 
extent that it succeeds in attracting new sources of capital to the particular 
venture at hand. If new capital is not sourced, the securitisation exercise is 
essentially frustrated. Witness.; the early days of the sterling mortgage-backed 
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securities market: great effort and cost was applied, impressive technology 
was developed and a volume of securities was issued. Unfortunately, the 
same London-based banks who were funding the centralised lenders on 
balance sheet were, at first, the exclusive buyers of the securities. Thus 
ensued a situation where the funding arbitrage underlying the UK 
securitisation initiative was being realised in large part by the investor 
rather than the issuer. The situation was reflected in the increasing spread on 
each successive securitised issue, as well as in the parallel upward shifts in the 
cost of bank lines to this sector. Securitisation accomplished little other than 
to develop a complicated and cost intensive alternative (but not cumulatively 
incremental or cheaper) bank borrowing vehicle. The situation subsequently 
has been resolved in a significant degree through a combination of aggressive 
investor education and market responsive structural innovation. 

Indeed, today, non-primary market sources of capital underpin the UK 
mortgage-backed securities market. By segmenting risk and reward 
according to investor preference, the technology of securitisation attracts 
otherwise unavailable institutional sources of capital. For example, a US 
insurance company or Japanese leasing company is an unlikely candidate to 
take a primary position in the UK residential housing market. Neither party 
is in an advantage position relative to the primary market participants to 
understand and monitor the risks and rewards of such an investment. Yet, 
once pooled, credit enhanced and engineered into liquid securities with 
familiar and easily palatable characteristics, such institutional sources of 
capital can be effectively tapped. Managed mortgage security investment 
funds have recently been successfully marketed in Japan and Europe to first 
time investors and represent valuable user-friendly 'primers' to institutional 
investors who over time are likely to become direct investors in their own 
right. Meanwhile, securitisation initiatives in non-primary lending markets 
will provide convenient and readily understandable opportunities for 
primary market participants to diversify their own securities investment 
portfolios. 

V. THE SEQUENCE OF EVOLUTION 

While virtually all types of assets can and have been securitised, the size and 
relative homogeneity of consumer loans markets and products facilitates the 
process. Thus the process of securitisation on an international scale is most 
likely to be witnessed first, and most dramatically, in the various consumer 
lending markets. The templates for securitisation initiatives, both from an 
investor and issuer perspective, are in place and create a natural momentum 
in these markets. Moreover, in an era of disintermediation of traditional 
corporate banking functions and increasing multi-national and multi- 
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industry competition for financial services opportunities, the consumer 
markets, quite simply, are just too large to ignore. For example, the total US 
mortgage market alone is estimated to be close to $3 trillion; it outstrips the 
much vaunted US federal government debt by over 40% and represents 45% 
of total debt outstanding in the United States. Similarly, the UK mortgage 
market, estimated to be approaching §200 billion, outstrips and has in recent 
times consistently grown faster than the retrenching government gilt market. 
The French market stands at FF1.5 trillion, the German market is 
approaching DM4 billion and the Japanese market is estimated to stand at 
approximately y74.5 trillion. In each of these and other countries, the 
mortgage market is huge and each has the potential to grow much larger in 
the face of government sponsored home ownership initiatives. Furthermore, 
the mortgage relationship is typically thought to be the key to exploiting 
retail cross-marketing synergies. Not surprisingly, much of the restructuring 
currently taking place in the European financial services industry has a retail 
oriented dynamic. 

Witness, for instance, the United States. Over $640 billion of the US 
mortgage market is securitised. Over 35% of mortgage secured by first liens 
on single residential homes are securitised, and 70% of residential mortgages 
originated in 1989 have been or will be securitised. In total, over a trillion 
dollars of mortgage securities have been issued and, in 1989 alone, over $1 10 
billion of mortgage securities were issued. Other consumer oriented markets - 
in particular, revolving credit cards and automobile loans - are experiencing 
similar relative magnitudes of growth. While the US, like any market, 
developed as it did due to factors peculiar to its own experience, the numbers 
are nonetheless and in any event compelling, and reflect the self-perpetuating 
character of the disintermediation process in the face of an increasingly 
capital markets oriented consumer finance system. 

The US mortgage industry, a once cosy and predictable business, has 
changed dramatically during the past ten years. Securitisation has lured new 
participants into the industry, driving out many of the less efficient. 
Mortgage lenders now compete for a more sophisticated, cost conscious 
consumer. A broad array of loan types and other services is now delivered 
through computerised distribution systems. The secondary mortgage market 
has become the primary source of mortgage funding, drawing capital from 
investors across the globe. Consolidation in the primary mortgage market 
has been rapidly accelerating in a hitherto fragmented market. Mortgage 
banking firms and thrift institutions have been acquired by such non- 
traditional mortgage market participants as auto makers, insurance 
companies, retailers and commercial and foreign banks. These players 
include Sears, Roebuck & Co, Prudential Insurance Co, General Motors, 



Ford Motor Company and investment bankers, among others. New 
mortgage instruments are continuously being created to ensure a link to 
the capital markets and an everexpanding mortgage investor base, making 
mortgages more attractive to invest in and more efficient to trade and hold. 
Cash flows have been carved up to suit specific types of investors, opening 
the market to insurance companies, mutual funds, international investors, 
pension funds, individuals and others. Virtually everything about the 
mortgage industry, from the way in which a loan is originated to the 
investor who ultimately funds the loan, has changed throughout this period. 

The scenario might well sound familiar, as the same process in seemingly 
now underway in the UK retail markets. Deregulation and disintermediation 
has given rise to a host of new players, products and investors. New primary 
market participants include foreign banks, insurance companies and the new 
mortgage boutiques. Meanwhile, growing confidence in the long-term 
viability of the UK secondary market has attracted a number of new 
secondary participants (both on the issuer and investor sides) and significant 
corporate strategies premised on such viability have been undertaken. New 
mortgage products and new security structures are continuously being 
introduced to exploit primary and secondary market niches and opportu- 
nities. As with the US market, the process has a self-perpetuating quality - 
each new issue, each new issuer and each innovation brings new issuers and 
new investors into the market. The process is likely to repeat itself in other 
markets as those markets begin to forfeit their purely domestic character. 
There have been mortgage securities issued or government sponsored 
programmes announced in a number of jurisdictions. 

VL TOWARDS AN INTERNATIONAL SECURITISATION 
MARKET 

As witnessed by the historical course of events in the evolution of the 
secondary markets in the US and the UK, and ultimately of perhaps greatest 
significance to the development of the international sector, is the fact that the 
expansionist movement in the secondary markets will not be restricted to 
traditional participants. Rather, a broad array of multi-national financial 
institutions and corporates will be increasingly drawn to the secondary 
markets by the disintermediation of traditional corporate lending opportu- 
nities, by consumer oriented cross-marketing economies, by the forecast of 
growth and strength in various traditional markets, by the need for asset/ 
liability management in increasingly competitive and sophisticated markets 
and by the critical need for financial institutions to optimise capital. 

Of course, one's view of the speed with which changes will occur must be 



tempered to recognise that the trend towards globalisation in the financial 
markets may face its greatest and most stubborn challenge and, if ultimately 
successful, cause the most profound change in the various consumer lending 
markets. In Europe, as is the case in the United States and in Japan and 
elsewhere, it is this sector of the financial markets that is most deeply 
embedded in idiosyncrasies peculiar to a particular culture's tradition of 
property possession and ownership. The rites of personal property ownership 
are, or at least have been, an inherently domestic phenomenon. Under- 
standing the nuances of a foreign market can be difficult; attempting to 
transfer technology, to develop homogeneity of product and process and to 
achieve economies of scale can be daunting. Furthermore, mortgage markets 
in many jurisdictions have tended to be characterised by rigid regulatory 
systems which, while ratified to foster home ownership, have had a 
secondary but very pronounced if unintended effect of inhibiting competi- 
tion external to the regulatory scheme. Thus, as exemplified by today's 
German Pfandbriefe banks, by the british building societies of five years ago, 
and by the US thrift industry through the post war era until the mid 1970s, 
retail markets have been characterised by closed, cartel-type competitive 
environments. Even in newly deregulated markets, inertia may prevent easy 
accessibility to certain markets. As anyone who has been involved in a 
securitisation project knows too well, the process is never an easy one - and 
the 'vanilla' transaction remains elusive. By its nature, securitisation involves 
innovation. By definition, innovation implies time and cost. Not surprisingly 
and in large part for this very reason, the US securitisation new issuance 
market is increasingly characterised by frequent and efficient users. 

Nonetheless, the once insular domestic markets are indeed turning global, 
in a number of manifestations and in response to a number of market forces. 
In Europe, for instance, the spectre of aggressive new competitors in the 
various domestic markets has driven home the need for traditional 
participants to develop an appropriate response to the new reality. It is 
clear that financial institutions and, indeed, corporates, will need to realign 
business not only to exploit opportunities in new markets, but also to protect 
current market volumes and advantages. The restructuring is well underway, 
but not nearly complete. Institutions which are able to adapt to exploit new 
realities and opportunities in a expanding international marketplace will 
flourish at home and abroad, insulated from shifting competitive dynamics 
in deregulated domestic markets. Institutions which fail to exploit new 
opportunities will find sophisticated and multi-faceted supra-national 
financial institutions with overwhelming capital resources, analytical tools 
and marketing strengths. To witness this phenomenon, one need only look at 
the example of the haves and have-nots that have emerged in the post- 
deregulation environment in the United States and the identical process 



which is now underway in the UK. To survive and thrive, institutions will 
need to achieve asset generation and, concurrently, funding capabilities 
beyond their own borders and beyond their traditional lines of business. The 
process of debating and implementing strategies is well underway. Not 
surprisingly, the strongest and best managed of these institutions are 
approaching the issue opportunisticaly rather than defensively, ie looking for 
opportunities to expand across borders even as their own borders become 
exposed. The speed with which the inertia of an entrenched domestic market 
ultimately can be overcome in the wake of deregulation is evident in the 
breakdown of the once but now defunct British building society cartel over 
the course of the past few years the recent emergence to dominance of 
nationwide mortgage lenders in the one highly fragmented US market. 

VII. CONCLUSION 

The collective impact of trends in the financial services markets, trends 
which are being pushed to the forefront by such events as the unified Europe 
initiative, the capital convergence standards and the globalisation of the 
financial markets generally, will be several and, to a degree, potentially 
countermanding: a broadened appeal and understanding of securitised assets 
across a significantly expanded and international investor base, a broader 
array of securitised investment alternatives and opportunities, a shift in yield 
relationships among these alternatives and an increased focus on direct 
investment opportunities across domestic borders. The trend towards 
securitisation is neither surprising nor aberrant - but rather is consistent 
with the natural evolution of a mature and increasingly sophisticated 
international capital market. Nor is it difficult to anticipate acceleration of 
the process in anticipation of certain pending events, including, in particular, 
the unified Europe initiative and implementation of the Cooke ratio capital 
standards. Both are scheduled to be operational by 1992, both are already 
having a visible impact in the financial markets. Thus, while actual deal flow 
in the international securitisation sector has been and continues to be 
preceded by a much higher volume of dialogue, the trend is grounded upon 
firm footing and will persist and quicken against a backdrop of intensified 
global competition and consolidation in the financial services markets and 
the increasingly immediate need for capital and the efficient deployment of 
capital throughout the global banking sector. Securitisation is not a panacea 
and does not have universal application. It is, however, a useful tool for large 
and frequent users who can efficiently harness its technology; in this sense, 
the application of securitisation will closely track the trend towards 
consolidation in the financial services industries, as in turn it catalyses and 
hastens the process. 



Table 1 

Each of a Bank's Traditional Businesses Has A Number of Competitors in 
Today's Marketplace 



Business 



Competitors 



Deposit Gathering 



* Money Market Funds 

* Unit Trusts 

* Insurance Products 



Lending 



* Mortgage Bankers 



* Centralised Lenders 

* Insurance Companies 

* Travel and Entertainment Cards 

* Retailers 

* Finance Companies 

* Capital Markets 



Money Management 



* Mutual Funds 

* Money Markets 

* Insurance Companies 



Transaction Processing 



* Mortgage Bankers 

* Clearing Houses 

* Specialised Processors 
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Table 5 
Current Portfolio 





Bank Loan 


£ Mortga 
FRNs 


ge-Backed 


Total 


Amount 


£10 million 


0 




£10 million 


Risk Weighted Assets 


£10 million 


0 




£10 million 


Net Spread 


0.20% 


0.32% 




0.20% 


Net Income 


£140,000 


0 




£140,000 


Tier 1 Capital 


£400,000 






£400,000 


Total Capital 


£800,000 






£800,000 


ROE 








35% 



Table 6 
«Optini!sed» Portfolio 

Trade: Sell High Risk, Low Return Assets 
Buy Low Risk, High Return Assets 

Example: 





Bank Loan 


£ Mortgage-Backed 
FRNs 


Total 


Amount 

Risk Weighted Assets 
Net Spread 
After-Tax Income 
ROE 


- £10 million 

- £10 million 
0.20% 

0 


+ £20 million 
+ £10 million 
0.32% 
£184,000 


£20 million 
+ £10 million 
0.32% 
£184,000 
46% 



Seventh Issue 



Asset-backed Securitisatioe 
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I. INTRODUCTION 

Securitisation offers traditional and non-traditional financial intermedi- 
aries a source of low cost funds. By packaging homogeneous receivables for 
sale to investors via the capital and money markets, this new method of 
financing has grown exponentially because of the utility (savings and 
benefits) it offers issuers and investors. Therefore, finance professionals must 
gain an understanding of this new system in order to stay competitive. 

The purpose of this chapter is to give the reader a general overview of non- 
mortgage securitisation. All non-mortgage securitised debt instruments are 
referred to asset-backed securities (ABS). This chapter presents three mam 
sections. The first section presents a general overview of the US ABS market 
and examines the reasons for its rapid growth, the legal structures of ABSs 
and credit analysis considerations. The second section examines the pricing 
and cash flows of ABSs with detailed illustrations of certain issues. 
Additionally, in this section we compare and contrast the ABS cash flows 
with mortgage-backed securities. In the concluding section we discuss the 
potential development of asset-backed securities in Europe. 



II. OVERVIEW OF ASSET-BACKED SECURITIES (ABS) 
A. Growth of asset-backed securities 

When Mark McCoy, Salomon Brothers' asset-backed specialist, was asked 
what assets were appropriate for securitisation, he replied, 'If it flows, 
securitise it!' By this he meant that any receivable that generates a cash flow 
can be considered for structured financing. At present, the following 
receivables have been securitised: 



credit cards 

auto loans 

boat loans 

marine loans 

furniture loans 

home equity loans 

non-performing loans 

unsecured consumer loans 

manufactured housing loans 

auto leases 

truck leases 



utility leases 
computer leases 
municipal equipment leases 
trade receivables 
health care receivables 
Euro trade receivables 
junk bonds 
insurance premiums 
recreational vehicle loans 
political subdivision bonds 
utility debt and common stock. 



Currently, American Telephone & Telegraph Co is considering securitising 
its customers' bills, whilst investment bankers are considering structured 
financing as a solution to third world debt. The potential for asset 
securitisation is only limited by the imagination. 

Issues of asset-backed securities are growing at a dynamic rate. Over §17 
billion of public and private issues were placed in 1988, a 70% increase over 
1987, with the cumulative growth exceeding §36 billion. Standard & Poor's 
Corporation (S&P) predicts that this trend will continue. S&P is predicting 
that in 1989 rated issues will surpass §20 billion, with total market growth 
exceeding §100 billion by 1992. 

The forces motivating this rapid growth are twofold: economic and 
regulatory. The economic and legal environment will continue to help spur 
the growth of ABS. The freeing of capital and lower intermediation cost are 
the two primary economic benefits that are fuelling ABS market growth. 
Ensuing regulatory reform will continue to motivate securitisation in both 
the US and Europe. These areas are covered in detail in this section. 

L ECONOMIC MOTIVATION 

Securitisation offers the following economic benefits: 

(i) low cost source of funds; 

(ii) fee income; 

(hi) off-balance sheet financing; 

(iv) lower intermediation costs; 

(v) risk management - interest rate - credit rate. 

(a) Low cost source of funds 

Securitisation lowers the cost of funds by isolating risk. With asset-backed 
securities, investors buy a specific set of receivables with a known amount of 
risk. This is far safer than investors lending to the company which can then, 



at its discretion, fund existing assets or purchase riskier ones. This 
uncertainty leads investors to demand a higher rate of interest for general 
obligation bonds than for ABS. Additionally, issuing ABS allows companies 
with low credit ratings to borrow funds at AAA rates. 

On the surface, ABS financing appears to be dearer than traditional 
financing methods. As shown in Table 1 opposite, the ABS cost appears to 
be 25 basis points (25/100 of 1%) dearer than a comparable traditional 
corporate issue. 

This price differential, currently ranging between 20 and 25 basis points, is 
based on three factors. The first is that payments are received monthly as 
opposed to half-yearly. This increases the owner's administrative costs. 
Secondly, the embedded call option which is inherent in most ABSs adds 
value. Investors demand to be compensated for the pre-payment uncertainty 
which exposes them to reinvestment risk. Finally, ABSs are stated in terms of 
average life which means that the actual maturity could far exceed the stated 
one. 



Table 1. 



Security 


Average life 


Rate % 


Spread over Treasury 


Treasury 


2 years 


8.06 




AAA Corporate 


2 years 


8.73 


67 basis points 


AAA ABS 


2 years 


8.98 


92 basis points 


Incremental cost of the ABS 




25 basis points 



Source: P. Zweig, The Asset Securitisation Handbook. 



When considering the cost of capital, it appears that the ABS is dearer, but 
this analysis fails to consider the aggregate cost of capital. Traditional debt 
financing must have equity to support it when evaluating credit quality; 
ABSs are valued on their internal structure, independently from the 
company's balance sheet. In most cases the cost of structuring ABSs is less 
than the cost of equity to support the debt issue. 

To illustrate, let us re-examine the previous example. Assume that the ABS 
has a 7% recourse rate. That is to say, in the event of default the originator 
will repurchase up to a total of 7% of the ABSs principal balance, thus giving 
the ABS a 14:1 debt to equity ratio. Additionally, suppose that the 
corporation has a 10:1 debt to equity ratio and the cost of equity is 25% on a 
pre-tax basis. As shown by Table 2, by identifying the all-in cost of capital, 
the ABS actually offers a savings of 18 basis points to the issuer. 



(b) Fee income 

Fee income represents a large portion of the present value of revenues 
when evaluating consumer loans. Fee income may include the fixed charges 
for cash advances on credit cards, annual membership fees and servicing fees. 
Additionally, revenues are generated through the net positive funding over 
the life of the asset. By securitising assets, companies are able to earn up- 
front fees and servicing fees without blowing up their balance sheets. 
Another benefit to fee income is that it is immune from interest rate risk. 
Increasing fee income shifts portfolio earnings from interest rate-sensitive 
spread income to fixed fee income. 

(c) Off-balance sheet financing 

Securitisation takes assets off the balance sheet, allowing banks with a 
tight capital structure to free capital. Taking assets off the balance sheet can 
significantly improve return on equity. 



Table 2. 

COST OF ADDITIONAL $100 RAISED 
THROUGH CORPORATE DEBT 





Rate % 


Spread over Treasury 


Debt $100 


8.73 


67 basis points 


Equity 10 


25.00 




Total $110 






Weighted average cost of capital 


10.21 


215 basis points 


COST OF ADDITIONAL $100 RAISED THROUGH 


ASSET-BACKED SECURITISATION 




Rate % 


Spread over Treasury 


Debt $100 


8.98 


92 basis points 


Equity 7 


25.00 




Total $107 






Weighted average cost of capital 


10.03 


197 basis points 


Savings through ABS 




18 basis points 



Source: P. Zweig, The Asset Securitisation Handbook. 



(d) Lower intermediation cost 

From a macro-economic view, securitisation lowers intermediation costs. 
Securitisation is simply a type of wholesale financial intermediation which re- 



bundles existing financial instruments into new securities. This process re- 
routes disintermediation, represented by the broken line, at the wholesale 
level. The intermediary's economic function is to reduce transaction and 
information costs between borrowers and lenders. Intermediaries that 
provide this service at the lowest cost stay active in the market, while other 
intermediaries fade away. 

Via securitisation intermediaries are able to perform their service without 
the burden of interest rate risk management. It is, therefore, a form of 
disintermediation with regard to interest risk. By not being burdened with 
interest rate risk management, intermediaries are exposed to less risk and are 
able to lower their costs. 

(e) Risk management 

(i) interest rate risk. Companies transfer the interest rate risk to the holder 
of the ABS. This can be extremely beneficial to finance companies that 
are highly sensitive to interest rate fluctuations; 

(ii) credit risk. Risky assets can be transferred off-balance sheet, and this can 
help a company's overall credit standing. For example, Credit 
Commercial de France used the ABS structure to improve its credit 
posture by removing $500 million of high risk third world loans from its 
balance sheet in March 1989. 

2. REGULATORY MOTIVATION 

US banks share the target date of 1992 with their European cousins in 
regard to a new wave of regulatory reforms. The new risk based capital rules 
in the US are scheduled to take full effect in 1992. These capital rules will 
require US banks to include the total dollar amount of credit cards, 
automobile loans, boat loans and other consumer loans when calculating 
capital requirements. These loans require a risk weighting of 100%; 
mortgage loans, treasury securities and other types of bonds will have a 
lower risk weighting. The risk based capital rules have caused banks to sell 
their high risk weighted assets and invest the proceeds in lower weighted 
ones. As mentioned earlier, even after taking consumer credit off their 
balance sheets, banks can still earn fee income by servicing the loans 

B. Legal structure 

Asset-backed securities share similar legal structures with their mortgage- 
backed counterpart. Either a AAA or AA rated trust or special purpose 
corporation is formed to hold the assets. This protects them in the event that 
the seller becomes bankrupt or is unable to continue to service the 
receivables. 
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Pass- through securities represent an equitable interest in a grantor trust or 
credit card trust (used for revolving credit) whose corpus consists of a pool of 
designated receivables. All monthly payments, minus a small service fee, are 
passed through to the owners of the trust; hence the name 'pass-through'. 

Pay-throughs represent a general obligation bond from a thinly capitalised 
special purpose vehicle company whose primary assets consist of a pool of 
receivables. This method of securitisation allows the cash flows to be 
dynamically managed, which allows for structures like multiple class notes 
(similar to the collateralised mortgage obligation), varying coupon periods 
and bullet maturities. 

Issuers of the asset-backed security must be disconnected with the entity 
from which they acquire their assets. That is to say, ABSs must be completely 
immune from any claims the seller's creditors may have in the case of 
bankruptcy. To complete a successful transfer of assets from the 'Originator' 
to the 'Issuer' they must establish a 'true sale'. This topic will be further 
discussed below under 'Legal Issues'. 

1. NEW LEGAL DEVELOPMENTS IN THE US 

On 19 December 1988 Judge Kevin Duffy overruled Security Pacific Bank 
in Security Pacific Bank v Securities Industry Association ( SI A ) which put a 
halt to US bank's underwriting their own assets. Security pacific had 
received a letter from the Comptroller of the Currency supporting their 
underwriting of mortgage-backed securities and confirmed that they were 
acting within the confines of the Glass-Steagall Act. 

The Glass-Steagall Act prohibits banks from actively engaging in the 
securities underwriting industry. The SIA filed suit against the Comptroller 
of the Currency in the US District Court for the Southern District of New 
York in June 1988 and Security Pacific Bank later intervened as co- 
defendant. Judge Duffy's ruling halted banks from actively underwriting in 
the asset-backed securities market. However, on 8 September 1989 Judge 
Duffy's ruling was reversed by the United States Courts of Appeals for the 
Second Circuit. These legal ambiguities will force United States' law markets 
to make comprehensive legal reforms. 

2. NEW LEGAL DEVELOPMENTS IN THE EUROPEAN 
COMMUNITY (EC) 

One of the major nations in the European Community is starting to clear 
the way for asset-backed securitisation. The United Kingdom 1989 Budget 
cleared away one of the major hurdles for asset-backed securities. Prior to 
this new regulatory approach sterling-denominated debt issues were limited 
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to a five year minimum maturity. This restriction limited securitisation to 
long-term debt receivables. Mortgages were the only long-term homoge- 
neous debt instrument that had enough depth to permit the securitisation 
method of intermediation. Now that short and intermediate maturities are 
allowed, it will be interesting to see how the streling market reacts given this 
new freedom. 

Another predominant government force in the EC has started supporting 
and promoting securitisation. French legislators, in December 1988, Laid the 
ground work for titrisation. (French for securitisation). This new French law 
will allow underwriters to securitise many types of amortising debt. The two 
aims of this legislation are: first, to provide additional methods of improving 
capital ratios for banks; and secondly, to aid free market consumer credit. As 
the UK and France start developing their markets, other European 
Community members should follow suit. 

Co Rating agencies considerations 

Securitisation offers traditional and non-traditional financial intermedi- 
aries a source of low cost funds by packaging homogeneous receivables, and 
then selling the package to investors via the capital and money markets. The 
package, which is represented as a marketable security, trades as investment 
grade rated paper. To receive this high rating by S&P and Moody's Investors 
Service Inc (Moody's), AAA or AA and Aaa or Aa respectively, the package 
must be well insulated from varying risk. This is accomplished by 
underpinning the pooled receivables through a combination of over- 
collateralisation, letters of credit, insurance and senior-subordinated debt 
structures. 

Moody's and S&P serve as the investors' advocates. As the 'market's 
watchdogs', they provide investors with credit analysis in the form of ratings, 
thus lowering the investor's evaluation cost and enhancing market efficiency. 
This system of dual independent rating maintains the integrity of the overall 
credit analysis. 

Moody's and S&P approach the rating of an ABS in similar ways and their 
methods have been described more fully in Chapter 8. However, in summary, 
when evaluating an ABS security they look at three main areas of risk: 

(i) credit risk of the collateral - the credit strength of the receivables plus the 
Originator's overall risk profile are reviewed; 

(ii) legal issues - two key areas are considered; the perfection of the lien on 
assets; and the legal structural weakness with regard to the 'true sale' of 
the assets; 
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(iii) cash flow risks - risks inherent in the payment structure with regard to 
the timing and amounts of cash flows under stressed environments. 

1. CREDIT RISK 

The risk analysis is achieved though the rating process. This starts when 
the issuer approaches the agencies before it registers the ABS with the 
Securities and Exchange Commission (regulatory authorities) to discuss the 
rating parameters. The issuer, or its investment banker, meets each agency to 
discuss the structure of its transaction and to introduce the agency to the 
nature of the issuer's business and its operations. Prior to this meeting, the 
issuer submits a package containing the company's background, strategy, 
operations, systems and five years of portfolio performance data. 

During this preliminary meeting the parties discuss the viability of the 
issue, the level of rating required and any potential weaknesses of the issue. 
When the parties agree that the issue is likely to achieve its rating goal, the 
issuer sends the agency a formal letter requesting a rating. Additionally, they 
agree to keep the rating agency fully informed of any alterations in the legal 
documentation or the asset-backed security's structure. 

Following the rating request, the issuer forwards all initial drafts of the 
documentation, including: 

(i) the pooling and servicing agreement; 

(ii) the prospectus, if it is a public issue; 

(iii) a private placement memorandum for a private issue; and 

(iv) an indenture when applicable. 

After reviewing the documentation, the agency performs an on-site 
examination. This involves meeting management to review the overall 
efficiency of the organisation. It is accomplished by interviewing the senior 
financial management, lending division managers, the underwriting or credit 
managers, collection managers and the computer systems management. The 
control functions of accounting, auditing, documentation and management 
information systems are reviewed. This enables the agency to determine the 
efficiency of the credit and collection processes. 

Furthermore, a delinquent receivable is traced through the system, from 
the first notification through collection, charge-off and liquidation of the 
collateral (if applicable). Particular attention is given to the work load of 
each collector, the duration of the process and involvement of upper 
management in the more difficult cases. Upon final assessment of the 
originator's system, the agency will make recommendations on procedures to 
segregate the pooled receivables for tracking and reporting purposes. 
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2. LEGAL ISSUES 



When assessing the legal structure of an ABS, it is crucial for the 
transaction to be 'bulletproof because the issuer could be exposed to losses if 
the Originator went bankrupt. Under the US Bankruptcy Code, transfer of 
assets from the Originator to the Issuer must pass the 'true sale opinion' 
which is attained from independent legal counsel. When different 
independent legal counsellors are given identical transactions to consider 
as a 'true sale', opinions can vary. Therefore, when evaluating the 'true sale' 
of a structure, S&P considers the following as key consideration: 

(i) The transfer is treated as a sale for accounting and tax purposes. 

(ii) The level of recourse (direct or indirect) to the Originator is less than a 
reasonably anticipated default rate based primarily on historical default 
data. Recourse may take several forms including: 

- repurchase of defaulted assets; 

- substitution of good assets for defaulted assets; 

- reimbursement of third party credit provider; 

- retention of subordinated notes. 

(iii) The Originator retains none of the benefits of ownership of the 
transferred assets, ie the Originator is not entitled to any appreciation 
of the assets and the originator does not have the right to use the 
proceeds, of the assets. 

(iv) The documents are consistent and evidence the parties' intent that the 
transfer be characterised as a sale. 

(v) Neither the assets nor the proceeds of the assets are commingled with 
property of the Originator. 

3. CASH FLOW RISKS 

The cash flows of an ABS are predominantly dependent on the cash flows 
from its underlying receivables. If for some reason the cash flows from the 
receivables are impaired through delinquency or default there must be 
additional support. This support can be through over-collateralisation, 
letters of credit or repurchase agreements. By underpinning the pool of 
receivables with one or more of these supports, the investors are guaranteed 
their cash flows even during times of extreme economic uncertainty. 

The amount of credit enhancement is determined by exposing the pool of 
receivables to various stress tests. The maximum arrears and losses expected 
during times of hyper-inflation, or in times of severe recession and 
depression, must be offset by the credit support. Additionally, the liquidity 



and interest rate sensitivity of the receivables are tested under the same 
extreme economic conditions. This is to insure that there will be enough cash 
value in the assets if the trustee or issuer is forced to liquidate the receivables 
to honour payments to investors. The par value of the ABS minus the worst 
case environment price, equals the amount of credit enhancement that will be 
required to receive the investment rating. The higher the rating the more 
severe the tests. 

The issue may use three types of credit enhancement: 

(i) over-collateralisation; 

(ii) letter of credit; 

(iii) repurchase agreement. 

Over-collateralisation refers to the amount of receivables placed by the 
Originator in the ABS that exceeds its par value. This excess serves to 
cushion the cash flows from any seasonal fluctuations, delinquencies or 
defaults. The amount of over-collateralisation will vary given the credit risk 
of the receivables. The originator recoups the excess value once the ABS 
matures. 

A letter of credit (LOG) is another method often used to support ABSs. 
The main benefit of the LOC is that it allows the ABS to obtain higher 
ratings than its issuer. This is accomplished when a highly-rated bank or 
institution underwrites the LOC, guaranteeing a set percentage of the 
receivables from arrears and losses. 

Repurchase agreements are made with the Originator, who contracts to 
buy back a set percentage of the receivable at face value. This method still 
supports the ABS but does not tie up toe Originator's assets, as over- 
collateralisation does. However, the face value of the repurchase agreement 
must be shown on the Originator's balance sheet. 

The rating agencies practise due diligence when assessing asset backed 
securities. They only give an opinion on the asset's risk sensitivity based on 
the information they receive. They do not serve as financial advisers. They 
continue to monitor the ABS monthly throughout its life and will keep 
investors informed of any dramatic changes. 

HI. UNDERSTANDING THE ABS VALUE AND CASH FLOWS 

The minimum value of an asset-backed security is equal to the present 
value of its net cash flows, or the aggregate face value of its underlying 
receivables. To prevent over-pricing, one must compare the face value of the 
receivables with the ABS net present value. For example, suppose there is a 
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pool of receivables valued at a premium and this premium is used to value 
the security. If all the debtors decide to repay in full the day after the issue is 
sold, the cash flows would not be able to satisfy the debt on the notes. In this 
case the total face value of the receivables should have been used. 
Alternatively, when receivables are sold at a discount the present value 
method is appropriate. 

The following three methods are used to determine present value: 

(i) GROSS-TO-GROSS; 

(ii) CONSTANT-TO-NET; 

(iii) NET-TO-NET. 

Applying these three present value methods to the same set of cash flows 
may yield different results. Therefore it is important to have an under- 
standing of the different methodologies. All these methods assume no pre- 
payment and use the same payment frequency for the receivables as for the 
notes: 

(i) the GROSS-TO-GROSS method discounts the gross cash flows by the 
gross rate. The gross rate includes the note rate (coupon rate), the 
servicing fee and other expenses. This method has a tendency to 
overstate the note's value; 

(ii) the CONSTANT-TO-NET method discounts the gross cash flows, less a 
static servicing fee and other expenses, by the note rate. This method has 
a tendency to understate the security's value because it fixes the servicing 
fee based on the beginning balance of the pool of receivables. Servicing 
and expenses are normally charged as a percentage, and since this 
balance is amortising, the expenses are overstated; 

(iii) the NET-TO-NET method offers the best approach because it most 
accurately reflects the true cash flows. This method discounts the net 
cash flow (cash flows received by the security holder) and discounts them 
at the note rate. 

A. Certificates for amortising revolving debts (CARDS) 

To explore every ABS structure would require reviewing every security 
issued - a total of 157 as of July 1989. Therefore, selected issues of credit card 
backed securities, which are referred to as Certificates for Amortising 
Revolving Debts (CARDS), and auto backed securities, referred to as 
Certificates for Automobile Receivables (CARS), will be examined. Credit 
cards represent the largest dollar value in total issued; auto loans are the 
largest number issued. 

CARDS are normally issued paying fixed interest for the first 18 months; 
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they then begin amortising and pay out in a relatively short period. Over the 
past four years, average monthly repayment rates have ranged from 9.61% 
for private label cards, which are historically slow payers, to 19.59% for 
cards like VISA and MASTERCARD. The first issue structured as a sale for 
regulatory and financial reporting purposes was Bank of America's $300 
million 8.20% California Credit Card Trust 1987-A. This paid interest at a 
fixed rate for the first 18 months, and then fully amortised in the following 
three months. 

The over-collateralisation of the CARDS issue serves to cushion 
fluctuations in the receivables, leaving the investor's cash flows intact. 
Additionally, the rapid amortisation was expected because of the traditonally 
high monthly payment rates. Another reason for the quick payout of 
principal was that the structure of this transaction allocated the cardholder 
collections on the basis of a fixed percentage rate equal to the investor's 
proportionate interest in the pool. 

SPIEGEL CHARGE ACCOUNT TRUST NO 1 

In December 1988 Spiegel Inc, a subsidy of Otto Versand GMBA, 
securitised its Preferred Charge credit card receivables via the Spiegel Charge 
Account Trust No 1 (SCAT 1) offering $150 million in investor certificates, 
yielding a 9.6% annualised monthly rate or a 9.8% bond equivalent yield. 
This was the first credit card-backed security issued by a German owned 
company that was underwritten by a German bank. The issue received AAA 
ratings from both Moody's and S&P. 

Spiegel Inc is a retail mail-order merchant that provides open-ended 
revolving consumer credit to its customers. Spiegel has 61 billing cycles of 
which 1-16 were included in its first ABS issue. The Spiegel Charge Account 
Trust No 1 cash flows are supported by over-collateralisation and letters of 
credit. 

(a) Structure 

Spiegel Inc sold $190 million worth of credit card receivables to Spieget 
Credit Corporation (SCC). This is a special purpose corporation which 
serves as an intermediary in order to effect a 'true sale' of the receivables. 
This insulates the receivables from any claims Spiegel Inc's creditors may 
have against the assets in the event of bankruptcy. 

SCC then sells the receivables to the Spiegel Charge Account No 1 credit 
card Trust for $190 million, which in turn issues $150 million worth of 
investor certificates to the lead underwriter, Deutsche Bank Capital 
Corporation (DCBB). The Trust then channels the $150 million cash and 



a $40 million Seller's Certificate which is sent back through the structure to 
Spiegel Inc. 

Spiegel Inc will continue to service the receivables, passing the cash flows 
down through the structure to the investors. Any excess servicing income will 
be paid to a spread account which will fund the cost of Deutsche Bank's 30% 
Letter of Credit (LOC). This 30% LOC protects the Trust's cash flows from 
default or delinquent receivables. Given this support, the Trust would have 
to suffer a $85 million [30% of $150 million plus $40 million equals $85 
million] or a 56.67% loss before investors would be affected. Considering 
Spiegel Inc's historical portfolio performance and servicing capabilities, 
losses of this magnitude are most unlikely. 

Finally, Deutsche Bank issued an additional $20 million service LOC to 
protect the pool if the servicer went bankrupt. The servicer, Spiegel Inc, 
accrues collected receivables on a monthly basis and then passes them 
through the structure to the Trust at the end of the month. If Spiegel Inc goes 
bankrupt, Deutsche Bank will compensate SCAT 1 to a maximum of $20 
million. This ensures a timely and prudent flow of funds to the Trust. If for 
some reason the servicer exceeds $20 million in its accrual account, the excess 
must be remitted to the Trust's account within two business days. 

(b) Payments 

The Spiegel Charge Account Trust No 1 has a four year maturity with an 
average life of three and a half years. The payment streams are divided over 
two periods: 

(i) 36 month revolving period; 

(ii) 12 month controlled amortisation period. 

During the first 36 months SCAT 1 will pay interest only. When the 
revolving period terminates, the pool will amortise over the next 12 months 
paying interest and a fixed rate principal reduction of 1/12 per month. 
Furthermore, the Seller's Certificate serves to cushion the face value of the 
notes from seasonal fluctuations and interest rate movements. This 26% 
£ over-collateralisation' subordinated debt reverts to Spiegel Inc following the 
maturity of the ABS. 

The beauty of this structure is that Spiegel receives the best of both the 
financial and tax worlds. Under the provisions of the Statement of Financial 
Accounting Standards, Spiegel was able to treat this sale as an 'off-balance 
sheet' transaction. Spiegel converted $150 million of risky receivables into 
cash at a relatively low cost, dynamically improving its balance sheet 
complexion. Even though the receivables were treated as a sale for financial 



accounting purposes, Spiegel Inc was (and still is) able to treat the cash flows 
as a debt expense under tax accounting rules. This tax saving lowered Spiegel 
Inc's 'all-in' cost of capital. Moreover, this ABS structure allowed Spiegel 
Inc, an unrated company, to tap AAA rated funds at 73 basis points over 
comparable US Treasuries while enjoying secondary tax benefits. 

B. Collateralised automobile receivables (CARS) 

CARS are backed by self-amortising personal auto loans that are paid 
monthly with two to seven years maturities. Most loans are at a fixed rate 
and are secured by a lien on a new car or light truck. Lenders use different 
methods for calculating interest and have different types of loans. 

The three most commonly used accrual methods are: 

(i) actuarial method; 

(ii) simple interest; and 

(iii) rule of 78. 

It is important to know which method is used when structuring the 
security because different methods can affect the ABS payout. 

There are two types of auto loans: 

(i) direct loans: made by the lending institution; 

(ii) indirect loans: originated by the auto dealer and sold to the lending 
institution. 

CARS portfolios consist mainly of indirect loans. When these loans are 
made on a non-recourse basis they experience a higher default rate as 
opposed to dealer-recourse loans. This is because the dealer absorbs the 
losses and is not necessarily representative of the borrower's credit quality. 
One should consider the portfolio's composition when assessing risk. The 
CARS prospectus should indicate the portfolio's weighting of each type of 
loan. 

1. FIXED-RATE CARS 

In 1984, the failing US automobile industry introduced 'incentive-rate 
financing'. Through their captive finance subsidiaries, manufactures offered 
below market loans to entice buyers. This marketing method has been well 
received by the US public and the captives now dominate the market. These 
deep-discounted 'incentive-rate' loans have allowed fixed payment CARS to 
be issued. 

The fixed-payment CARS structure eliminates investor's concerns over 
prepayment. This type of structure resembles a corporate bond with a 



sinking fund and is not directly dependent on pre-payments. The issuer is 
able to achieve this structure by utilising a guaranteed investment contract 
which absorbs the pre-paid cash flows. The investment contract guarantees a 
predetermined yield for undistributed cash flows. This eliminates reinvest- 
ment risk by allowing issuers to park their excessive cash flows with a yield 
that will support the ABS debt service. To gain a better understanding of this 
structure we shall review one of Salomon Brother's CARS issues in detail. 

2. SALOMON BROTHERS RECEIVABLES INC, CARS, SERIES 1 

Salomon Brothers Receivables Inc, Series 1 (SAL 1) is a AAA rated special 
purpose company whose assets consist of $442.6 million of collateralised 
auto receivables purchased from Marine Midland Bank. It issued two notes 
which Salomon Brothers Inc placed on 17 November 1987. This issue 
represents the 'pay-through' structure - the same structure that is used when 
underwriting collateralised mortgage obligations (CMO). 

Structure 

Marine Midland Bank, NA is a New York bank which purchased and 
bundled a group of instalement sale contracts from New York State car 
dealers and then sold them to SAL 1. This indirect, wholly owned subsidiary 
of Salomon Inc serves as a limited purpose, bankruptcy-remote legal entity, 
established specifically to issue asset-backed obligations. 

SAL l's notes represent two tranches of senior debt that pay quarterly. 
Class Y has a coupon of 8.15% with a guaranteed termination date of 15 
November 1989, whilst Class A has a coupon of 8.50% with a guaranteed 
termination date of 15 November 1990. The guaranteed termination dates 
are attractive to investors because they eliminate maturity uncertainty. The 
logic for having two tranches is the same as that used when issuing CMOs; 
varying maturities allow the issuer dynamically to manage cash flow 
uncertainty resulting from pre-payments. 

This transaction was supported by the following three credit enhance- 
ments which were issued by the Union Bank of Switzerland: 

(i) 8.5% Letter of Credit (LOC); 

(ii) 6.85%o Guaranteed Investment Contract (GIC); and 

(hi) Purchase Agreement. 

The 8.5% LOC serves to cushion cash flows from problems with the 
underlying receivables. If these receivables become delinquent or default, 
impeding the issuer's ability to pay the note holders, the Trustee - Chemical 
Bank - will draw on the LOC. This irrevocable letter of credit will support 
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losses to a maximum of $38 million (8.5% of the ABS face value). This LOG 
cushion should support the receivables, even during harsh economic periods. 
Delinquencies for the Marine Midland Bank NA auto loan portfolio ranged 
from 2.38% between 1983 and 1987 with defaults only ranging from 0.53% 
to 0.59%. 

The 6.85%) Guaranteed Investment Contract serves to protect cash flows 
from reinvestment risk. If interest rates dropped severely, this could affect 
the yield on intermediate cash flows. For example, let us assume that all the 
receivables were pre-paid in full the day after the issue is sold and on the 
same day interest rates dropped to 3%. Three months later when the 
quarterly payment became due on the note, the issuer would not have 
enough cash to cover the debt. The Guaranteed Investment Contract 
significantly reduces this risk. 

The Purchase Agreement assures the notes' guaranteed maturity. The 
underlying receivables are in the form of amortising consumer debt which 
has pre-payment uncertainty. These receivables can repay at any time or wait 
the full term of their contracts. If the pool experiences a zero pre-payment 
rate, then the issuer will not be able to retire the Class Y notes in 1989. Union 
Bank of Switzerland (UBS), through their repurchase agreement, will buy a 
substitute Y note in the amount equal to the unpaid balance of the Y notes. 
If the same problem arises for the Class A notes then UBS will purchase all 
the remaining receivables. This will enable the issuer to meet its obligations 
to investors. 

To summarise Marine Midland bank, NA, which is rated below AA, was 
able to attain AAA rates via SAL 1. This transcation, which was structured 
similarly to a CMO, attracted investors because it paid quarterly over a 
maximum guaranteed life. With a combination of proper credit under- 
pinning, SAL 1 was able to offer two AAA notes that resembled traditional 
corporate debt. 

C. Pre-payment: asset-backed versus mortgage-backed securities 

Pre-payment is the most important variable when assessing a US mortgage 
backed security (MBS). MBS pre-payment rates exhibit 'negative convexity' 
with relation to interest rates; that is to say, pre-payment rates increase as 
interest rates decrease. CARDS and CARS do not suffer negative convexity 
because of the nature of their underlying securities. 

Pre-payment on auto loans is contingent on transfer, cashing out, 
repossession, loss or death. Effectively, all US auto loans are made with a 
'due-on-sale' clause and when the asset is transferred or traded-in the loan 
must be repaid. This is the primary cause of pre-payment. Cashing out is 



when the debtor voluntarily repays his loan - a rare occurrence. When a 
vehicle is repossessed, it is sold and the proceeds are used to retire the debt; 
losses due to fire, theft or death of the debtor are covered by insurance. 
Refinancing is usually not economically beneficial for the consumer because 
auto loan rates are higher on used cars. 

Pre-payment sensitivity to revolving credit is not affected by swings in 
interest rates. Suppliers of revolving consumer credit adjust their rates when 
there are wide swings in the market. The difference in rates between credit 
cards is marginal and does not offer any economic incentive for a consumer 
to pre-pay his debt with another card. 

Investors are well aware of the CMO's interest rate sensitivity and are 
demanding approximately 30 basis points for the additional volatility. The 
US treasuries rate is considered riskless and serves as a benchmark for 
investors when pricing risk. A CMO A-tranche risk premium is currently 1 10 
basis points over US treasuries, while ABSs enjoy the narrower margin of 80 
basis points. 

IV. ASSET-BACKED SECURITISATION IN EUROPE 

European corporate treasurers, commercial banks and international fund 
managers are investing heavily in asset-backed securities. In November 1988 
European investors purchased 15% of Citibank's $750 million card-backed 
issue, and in January 1989 they purchased over 25% of Citibank's $1 billion 
card-backed ABS deal. As European investors are moving up the ABS 
learning curve, their appetite is increasing. We have recently seen in Europe 
further issues of credit card receivables-backed securities and one issue 
supported by US leveraged buyout debt. The pressure is on for non-dollar 
issuers and there should be several issued by mid- 1990. Already there has 
been a private syndicated loan backed by Italian auto receivables originated 
by Citicorp. 

A. Asset-backed securitisation in the United Kingdom 

As mentioned above, the UK has removed one of its major regulatory 
barriers to asset-backed securitisation. Now that the selling side is cleared, 
there are still some minor difficulties hindering underwriting sterling asset- 
backed securities (SABS). The existing consumer credit laws complicate the 
securitisation process. For example, a consumer who buys a new car on a 
hire purchase agreement has the right to return his car to the finance 
company without penalty once he has paid half the contracted price. This 
complicates structuring an ABS for an investment grade rating. Theoreti- 
cally, every debtor could return his car to the originator half paid. The 



potential losses due to this possibility would appear to make securitisation 
prohibitively expensive. 

Another significant cost is stamp duty. Whenever there is a transfer of 
assets, the government taxes the value of the transfer at a rate of 1%. There 
are some exemptions for small transfers but when transacting in hundreds of 
millions of pounds this tax becomes expensive. 

The development of SABS will be limited given the current environment. 
A thin supply of homogeneous receivables, combined with the previously 
mentioned UK consumer protection regulations, will limit market penetra- 
tion. The transfer of receivables is not restricted by English or Scottish law 
and this is beneficial to SABS market growth. The problem that faces SABS 
underwriters is not the transferring of assets but what is being transferred. 
English title law, which dates back centuries, is not conducive to the 
bundling and transferring of assets. Additionally, UK financial lending 
methods are splintered and not designed for a secondary market. To find an 
existing pool of §500 million worth of homogeneous receivables with clear 
rights of recourse could be a difficult task. The legal restraints, tax costs and 
standardised financing methods will need to fall in line before streling asset- 
backed securitisation can take off. 

Medium-term sterling investors prefer floating rate notes over fixed. This 
could compound the underwriting process because funding fixed-rate debt 
with floating-rate loans can be dangerous if the margins are thin. If the 
floating rate 'cost of funds' exceeds the fixed rate 'source of funds', cash 
flows dwindle and losses are incurred. In the case of credit cards, margins are 
wide enough to support any short-term swings in interest rates, while long- 
term movements could be offset by increasing the card rate. Additionally, 
auto loans could be made on a floating rate, eliminating the floating/fixed 
rate mis-match. 

Given the efficiencies and savings inherent in the securitisation process, 
SABS should develop as the primary markets are standardised and 
government restraints are removed. In 1987 sceptics of sterling mortgage- 
backed securities said that they were a 'fluke' and would never survive in the 
UK financial environment. As securitisation has established itself in the 
mortgage market, SABS should also find their niche. 

B. Asset-backed securitisation In France ( titrisation) 

After studying the UK asset-backed securities market, the French 
government decided to adopt titrisation into its financial markets in the 
hope that it would stimulate free market growth. The government's purpose 
for introducing titrisation was threefold: 
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(i) to support the housing finance industry; 

(ii) to lower the cost of consumer credit; and 

(iii) to give bank's an additional means of balance sheet management. 
The French government, through an autonomous state agency, Caisse des 

depot et Consignations (CDC), is taking an active part in developing the 
securitisation process. While other financial institutions are waiting for the 
French government to finalise the titrisation legislation, CDC, which is given 
certain legal privileges, has already issued a mortgage-backed security. 

The government rightly believes that titrisation is an efficient form of 
intermediation which can help lower the cost of consumer credit. They want 
to lower consumer credit costs but they do not want to support credit abuse. 
Therefore, they are allowing only amortising credit to be securitised. This 
aids the financing of durable goods like cars, but is designed to deter credit 
card mania. 

Finally, titrisation offers French banks an effective tool for balance sheet 
management. French banks need effective ways to improve capital. 
Currently in France the capital requirement is 5% of assets, but they must 
have capital backing of 8% by 1992 to be in line with the European 
Community. 

The issues relating to titrisation are discussed in much more detail in the 
following chapter. 

V. CONCLUSION 

This chapter provides only a general introduction to non-mortgage 
securitised debt instruments - a market which deserves continued monitor- 
ing, for asset-backed securitisation should continue to show remarkable 
growth during the new decade. Dr Frank J. Fabozzi, a leading US expert on 
securitisation, predicts that US securitised debt will surpass government debt 
during the 1990s. 

As capital markets and financing techniques become globalised, ABSs will 
play a crucial role in corporate financing. Serving as a cost efficient 
alternative to traditional debt, this method of financing will be adopted in 
the United Kingdom and the rest of the world. It will be fascinating to see 
how this method of financing is integrated into the various international 
capital markets. 
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I. COMMERCIAL BANKS AND SECURITISATION 

A. Mortgage activities of Ibaeks 

Until the late 1970s banks showed little interest in the UK mortgage 
market. Building societies enjoyed relatively cheap retail funds and the 
mortgage rate was consistently below LIBOR. 

As the decade progressed clearing banks began to see the virtue of 
providing a more complete range of services to retail customers and they 
began to compete with the societies. Mortgage were a safe asset for banks to 
hold at a time when lending to corporates was becoming less rewarding and 
early signs of the third world debt crisis were emerging. 

In addition, three overseas banks entered the UK mortgage market; 
Chemical Bank (1980), Bank of America (1974) and Citibank (1974). The 
last of these, in particular, had aspirations to provide a complete range of 
banking services to retail customers. Interestingly the first two subsequently 
sold their mortgage operations to BNP (1988) and Bank of Ireland (1986) 
respectively. These three banks were later followed by Canadian Imperial 
Bank of Commerce (CIBC) and Salomon Brothers (through its subsidiary, 
The Mortgage Corporation (TMC). These later two were attracted by the 
positive spread that emerged during the mid 1980s between inter-bank rate 
(LIBOR) and UK mortgage rates. This same structural change in the 
mortgage market (which resulted from increased competition between 
building societies and National Savings for retail funds) led to the 
formation of the 'new lenders' (eg National Home Loans Corporation, 
Household Mortgage Corporation, Mortgage Funding Corporation and 
First Mortgage Securities). 
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The entry of banks into the UK mortgage market and their current 
position is charted in Table 1 . 

Since 1985 major building societies have become increasingly reliant on 
wholesale funding to supplement retail deposits suggesting that mortgage 
rates are over a period likely to remain above LIBOR in the future. The 
average spread of mortgage rates over LIBOR for the period 1985 - 88 was 
slightly in excess of 100 bp (1%). Together with the beneficial effects of 
compounding (collecting interest monthly against paying out interest on 
funding quarterly) and judicious treasury management, lenders were able to 
achieve margins of 1.25 - 1.5% during this period. Since August 1988 three 
boost to their retail funding following the stock market crash in October 
1987, further boosted by the lack of competition from National Savings. 
Secondly, banks began to anticipate the half-weighting for mortgage assets 
adopted by the Bank of England following the Basle Agreement. Thirdly, 
rising interest rates depressed mortgage demand and allowed societies to 
fund predominantly through retail sources allowing them to keep mortgage 
rates close to or below LIBOR. These two factors resulted in the spread 
falling to an average of only 6 bp for the period September 1988 - January 
1989 although over a longer period it might be expected to average LIBOR 
°01 60 .002 75 BP. 

Table 1. 

BANKS AND THE UK MORTGAGE MARKET 
UK Clearing Banks 

BANK ENTERED MORTGAGE MORTGAGE ASSETS 

MARKET UNDER MANAGEMENT 

(MAY 1989) 



Barclays 


December 1980 


§8.0 BN 


Iioyds 


February 1979 


§6.1 BN 


Midland 


June 1979 


§4.3 BN 


Bank of Scotland 


June 1989 


§2.1 BN 


TSB 


July 1979 




Yorkshire Bank 


August 1986 


§0.2 BN 



Whilst the first factor might be expected to be temporary the second is 
likely to have a long lasting effect, especially as the same half-weighting 
applies to building societies. 

Taking the average 103 bp spread that subsisted between December 1984- 



December 1988 and assuming a typical overhead cost for running mortgage 
assets capital requirements at a spread of 67 bp. 

The situations is less happy for the new lenders whose capital requirement 
is dictated not by the Bank of England but by their lending banks. Whilst a 
number have permitted gearing ratios of 20:1 few have achieved in excess of 
10:1 Banks on the other hand can effectively achieve 25:1 based on the 50% 
reduction in capital requirement for mortgage assets. Typically new lenders 
borrow committed funds at around LIBOR + 37 bp and have 
administrative overheads of 30 bp or more; it is difficult to see how average 
spreads will exceed the total (67 bp) over the next few years. 

Over and above the new capital requirements the banks have a number of 
continuing advantages over the new lenders. Typically they fund at or near 
LIBOR and are diversified organisations which can survive periods when 
mortgage spreads are negative. When they come to securitise they have the 
added advantages of being quality services, often having a credit rating. 

B. Funding the mortgage book 

The major source of funding is provided by the London inter-bank 
market. Taking a mix of one, two and three month deposits gives a typical 
average maturity of six weeks. The majority of lenders have the option to 
change the mortgage rate each month and, on average, are two weeks away 
from the next re-pricing decision, giving an average interest rate exposure on 
the asset of six weeks. 

It is therefore possible to achieve reasonable match funding of the asset 
with the liability. Banks are still able to take a view on future movements in 
the mortgage rate and general interest rates and reposition the funding short 
or long according to that view. In addition overnight and seven day funds 
may be cheap relative to longer funding for technical reasons and banks may 
take these funds and sell forward futures or options to maintain the average 
maturity they desire on the funding book. 

New lenders and, to a lesser extent, building societies are less able to match 
fund or vary the maturity of their funding book. Typically a new lender's 
principal funding is provided by committed banking lines with quarterly 
interest rate setting. 

The inter-bank market is substantial but finite and those banks with very 
large portfolios require some proportion of their funding to be by way of 
committed facilities. Typically these will cost up to 20 pb more than 
uncommitted funds taken from the inter-bank market. They also lack the 
maturity flexibility obtainable in that market. 



A number of the banks active in the mortgage market have on-balance 
sheet Euro-commercial paper programmes which are used, in part, to fund 
mortgage assets. The all-in cost of these programmes is broadly similar to 
inter-bank funding. 

Unlike UK clearing banks and building societies the overseas banks 
cannot raise large volumes of retail deposits efficiently. Even when retail 
rates are substantially below LIBOR the costs of acquisition and 
administration add a prohibitive additional cost to this type of funding. 
This inability to raise retail funds presented no problem to the overseas 
banks until late 1988 or early 1989. 

A number of medium sized building societies have limited access to the 
Euromarkets. The costs of access for them are prohibilitive compared to 
larger societies. In addition they do not need the additional funding at a time 
when retail deposits are high. They are however at a competitive 
disadvantage to the larger societies if wholesale rates once again become 
cheaper than retail rates. CIBC has been able to address in part its deficiency 
of retail priced funding by entering into a retail-wholesale swap with a UK 
building society. By entering into the swap with CIBC the society is able to 
create a synthetic wholesale borrowing without incurring the issuing 
expenses associated with a capital-markets bond issue. In the same way 
the swap gives CIBC a synthetic retail borrowing. Unlike conventional swaps 
there is no necessity for an intermediary as the credit quality of the counter- 
parties is generally perceived to be around the A A level. The swap is only 
attractive where one party is a bank in order that the netted interest payment 
can be made without deduction of withholding tax. 

A small private market has developed during 1989 for these swaps. 
Typically a bank will pay the society an average building society mortgage 
rate and receive three-month LIBOR plus a margin. The margin on these 
swaps moves in line with expected changes in mortgage rate-LIBOR spread 
and has ranged between 90 bp and 60 bp for a three year maturity. 

Co Tie incentive to securitise mortgage assets 

Twenty average mortgages total in excess of §lm and many of the 
mortgage-lending banks create in excess of 100 mortgages each working day. 
The funding of such a volume of new assets together with the re-financing of 
existing deposits presents a formidable challenge to a treasurer. 

A number of non-bank mortgage lenders have sought to diversify their 
funding away from bank investors or lenders by issuing Euro-commercial 
paper (ECP). Unrated on-balance sheet programmes have generally failed to 
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achieve the desired diversification since banks are the main buyers of such 
unrated paper. 

CIBC's securitisation programme through the Al-Pl rated MAES ECP 
programme has been successful in attracting a diverse group of investors in 
Japan, Europe and off-shore US investors around the world. Hence in part it 
can be said that many banks (in particular those which are not UK clearers) 
needed to securitise some of their mortgage assets if they were to continue to 
grow assets of typically §0.5-§1.5 billion each year. However, even without 
the potential limitation of funding ever increasing levels of mortgage assets, 
on-balance sheet securitisation would still be attractive to banks. 

The most compelling argument for securitisation is the increasing gearing 
and hence return on capital which is available. In theory it is possible to 
obtain infinite gearing by borrowing all the capital necessary to securitise 
gearing. 

Under the Cooke Committee proposal banks will be limited to gearing of 
12.5:1 (although in practice this equates to 25:1 for mortgage portfolios 
because of the 50% weighting under the BIS proposals). This compares with 
30 - 35:1 building societies and typically 20:1 for new lenders (the latter being 
imposed by covenants under lending agreements). A well structured 
securitisation gives gearing of around 70:1, a three-fold increase over on- 
balance sheet assets. To increase leverage significantly beyond 70:1 risks 
increasing the mortgage cost to the note-issuing company ('issuer') where, in 
the current low mortgage-spread environment, there is a risk of negative 
returns. 

Table 2 shows that a structure which is fully leveraged has running costs 
including administration fees of a approximately 75 bp - a figure in excess of 
where spreads have been over the past 12 months. However, by capitalising 
the vehicle at 1.35% (as in the example shown in Table 2) the financing and 
administrative overheads are 47 bp allowing an adequate return of capital 
even in a low-margin environment. 



Table 2. 
OPTIMISING LEVERAGE 



Up-Front Costs ~~ " (%) (Per Annum) 

Insurance 
Deductible 
Premium 
Legal 
Other 

Managers' fees 

Per- Annum Costs 

Coupon: 
Liquidity: 
Administration: 

Servicing Fees: 
Total Running Costs 

It should be said that there are disincentives to securitise. The process of 
securitisation involves the transfer of a customer's mortgage from the bank 
to an unfamilair funding vehicle not owned by the bank. This disincentive 
has been softened by the majority of lenders observing the code of practice 
which was published following the considerations of the 'Working Party on 
the Secondary Mortgage Market' in 1986 and 1987 and, perhaps more 
importantly, a bank's ability to maintain the same mortgage rate for 
securitised borrowers as it offers to the customers it retains. This aspect of 
potential customer disquiet has probably inhibited clearing banks who are 
concerned that their multi-financial product approach to customers may be 
damaged by a mortgage transfer. 

A stronger disincentive is the cost of securitisation, both in financial and 
manpower terms. A first issue takes many months to prepare, involves 
systems and procedural changes within the organisation and incurs legal 
costs substantially in excess of the original estimate! For a regular issuer of 
mortgage-backed securities this high first issue cost is averaged-down by the 
subsequent use of similar structures. This is not the case for the 'once a year 
issuer'. Technology in this new market changes rapidly and a structure used 
12 months ago is likely to need significant modification. 
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A solution for the occasional issuer is to access the knowledge of 
experienced issuers. In the case of an FRN this would take the form of an 
'Issuer Consultancy' whilst for ECP the experienced issuer would arrange 
and manage the programme. This allows the occasional issuer access not 
only to the structural technology of securitisation but also the more 
mundane but every bit as important area of pool selection, administrative 
procedures and systems modifications. It also avoids the need to recruit a 
securitisation specialist. CIBC has undertaken several such consultancies 
during 1989. It is also probable they will produce a duplicate of their 
mortgage-backed ECP structure to allow of smaller would-be securitisers 
access to this market. 

D. The choice of markets 

A potential issuer has a choice of a number of markets including sterling 
FRNs, US dollar Euro-commercial paper, sterling fixed-rate bonds or US 
domestic bond or paper markets. The choice will not only be influenced by 
price but also market capacity, the possible desire to target non-bank 
investors (especially for new lenders) and the future intentions of the 
securitising institution. 

Examining each of these markets in turn;. 

1. STERLING MORTGAGE-BACKED FRNS 

In the period from January 1987 to December 1988 issues of mortgage- 
backed securities totalled some §4.2 billion representing over 50% of the §7.7 
billion FRNs issued during this period. Were it not for the relative slowdown 
in the rate of new asset growth of banks and new lenders during 1989 (due to 
the depressed mortgage market and the recovery of market share by the 
building societies) issues of mortgage-backed securities might have been 
expected to reach §6 or §7 billion in that year alone. Clearly the FRN market 
has limitations when viewed both against this figure and also the fact that 
total mortgage debt outstanding at the end of 1988 was some §184 billion. 

A further limitation of the sterling FRN market is the fact that the 
majority of investors in this market are banks and this market therefore 
offers mortgage lenders limited scope to diversify their funding base. This is 
particularly acute for the new lenders who are substantial users of the bank 
syndicated loan market. Typically they borrow from this market at an 
average cost of LIBOR + 25-30 bp (plus reserve asset costs). The fact that 
banks advance to new lenders at this level is the probable reason for the 
relatively high coupon that they demand for highly rated mortgage-backed 
securities - an AA rated building society issuing an FRN pays some 10-15 bp 
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less than the issuer of an off-balance sheet AAA rated mortgage-backed 
security. 

Issues became progressively more expensive in the first 12 months 
following the first rated mortgage-backed issue from National Home Lans 
in March 1987 although this trend was subsequently reversed as the market 
became more familiar with the structure of these issues and the high quality 
of the assets and associated credit enhancements. 

It was this high level of FRN pricing which caused CIBC to be the first 
lender to issue mortgage-backed ECP. 

2. MORTGAGE-BACKED ECP 

Mortgage-backed ECP offers a number of advantages to issuers. In 
particular it gives access to the US dollar market which is substantially larger 
than the sterling market. It also brings investor advantages, most notably the 
absence of maturity risk that exists with 27 - 30 year FRNs. 

Mortgage-backed ECP securitisations are, however, more complex and 
expensive to structure. In order to gain the desired credit rating and to 
guarantee liquidity for holders of paper it is necessary to put it in place a five 
year sterling backstop for the full amount of the programme. 

The combined cost of undrawn committed backstop, the coupon on the 
ECP (technically the ECP is issued at a discount) and the cost of the dollar- 
sterling swaps total approximately LIBOR + 15 - 20 bp. This compared 
favourably with FRNs which, during 1988, were issued at coupons between 
LIBOR + 27 bp and LIBOR + 42 7 2 bp. 

A further advantage is that paper can be issued continuously during a 
period for maturities of typically one, two or three months avoiding the event 
risk which is present with an FRN which only resets four times each year. 
The maturity and tenure of mortgage-backed ECP can be managed to mirror 
that of the bank's on-balance sheet mortgage funding. Additionally, the ECP 
programme can be stepped up over time (subject to provision of additional 
sterling backstop) without incurring additional structuring or issuing costs. 

3. STERLING FIXED INTEREST BONDS 

An interesting development occurred in mid 1988 when JP Morgan 
Securities structured a bullet-maturity five year straight sterling issue for 
Household Mortgage Corporation. A listed 30 year FRN was issued by a 
special purpose company (SPC) and sold in its entirety to a second SPC. The 
SPC purchased a five year put on the FRN from American Insurance Group 
(AIG) and then issued a streling five year bond. The underlying FRN had 
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five year substitution of mortgages so as to maintain full outstandings for 
five years. 

Although well received the bond issue had two limitations. First, the issue 
was for only §100 million reflecting the smaller demand for sterling straights 
and secondly, whilst the funding cost was cheaper than a conventional 
mortgage-backed FRN, the infrequency with which there is a coincidence of 
investor demand at the right price, an attractive swap and 'put' availability 
makes this structure one which cannot be relied on for regular funding needs. 

On the positive side the bond achieved a wider non-bank distribution than 
conventional FRNs and allowed five year substitution compared with the 
typical three year period seen on recent mortgage-backed FRNs. HMC 
repeated the issue in early 1989 with another §100 million transaction, AIG 
again providing the put. 

Looking to the future this structure could become more popular, 
particularly if UK insurers or corporate in investors show interest in 
writing puts on the underlying FRNs and thereby provide a more 
competitive market for put options. Issue size could also be expected to 
increase as this new market matures. 

4. US DOLLAR DOMESTIC CP 

Late 1988 saw MFC and HMC access the US domestic CP market using a 
AAA rated guarantor. The US domestic market has more depth and 
liquidity than the ECP market and it seems inevitable that other issuers will 
tap this market. 

The main disadvantages at present are the complexities of meeting SEC 
regulations and the tendency of the US market to prefer guaranteed deals 
rather than structured issues. The latter means that a regular issuer will not 
benefit from the lower pricing that stems from name recognition as investors 
are focused on the credit quality of the guarantor. This also means that 
guarantors effectively control the price of access to the US domestic market 
in much the way that AIG dominated access to the UK straight market. 

5. FUTURE DEVELOPMENTS 

SG Warburg have pioneered the Sterling Variable-Rate Note (VRN) 
market in the UK having led on-balance sheet issues for both the Halifax and 
Abbey National Building Societies. It can only be a matter of time before this 
structure is used for an off-balance sheet securitisation. The structure has 
many of the characteristics of ECP; investors bid for the three month coupon 
on the notes. The unusual feature is that instead of liquidity provided by a 
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back-stop facility investors provide the liquidity by, in a illiquid market, 
being left with their notes at a coupon of, say, LIBOR + 75 bp. This 'back- 
stop cost' is presently too high for mortgage issuers at a time when mortgage 
margins were willing to accept a back-stop cost of 50 bp, no doubt in return 
for a higher coupon in the first three month period. 

A further problem with this structure is that the issuer's costs of funding 
may fluctuate dramatically over the life of the transaction depending on 
investor demand, whereas an FRN provides a guaranteed cost of funds 
throughout the life of the issue. While the risk of changing funding costs also 
exists with mortgage-backed ECP, the market it altogether larger and more 
liquid and issuers have greater certainty of competitive funding. 

E. Structural options 

Having selected the market in which one desires to issue mortgage-backed 
securities there are a number of structural options to consider. Perhaps the 
three most important are the use of pool insurance or subordinated debt, 
part repayment upon amortisation or the operation of a purchase fund and 
whether to issue definitive notes or operate a book entry system. 

POOL INSURANCE OR SUBORDINATED DEBT? 

The most frequently used type of credit enhancement supporting a rated 
mortgage-backed security is pool insurance. This is usually purchased to 
cover the first losses totalling up to 10% (although occasionally it is written 
for 100%) of the total issue size and is generally subject to a 0.5% deductible 
put up as a deposit by issue originator. As pool insurance only covers losses 
and not payment delays (ie mortgage arrears) it is also necessary for the 
issuer to arrange a liquidity facility. 

Typically this will be for a sum equating to 2.5-3% of the issue size for a 
AAA rated transaction. 

An alternative to these two separate enhancements is to issue un-rated 
subordinated debt. This alternative has been successfully employed by both 
National Home Loans (NHL) and Household Mortgage Corporation 
(HMC). 

In the first case (and until the June 1989 issue by Collateralised Mortgage 
Securities (No 1) PLC) the subordinated debt was bought and held by NHL 
thereby providing 'self-insurance' at a considerable cost saving. It is 
reasonable to suppose that a lender knows the likely performance and 
credit quality of the mortgage pool better than a provider of pool insurance 
or an investor in subordinated debt and therefore does not require such a 



high coupon to reward him for the risk. However, looking forward it is 
increasingly difficult to see accountants allowing such a transaction to be 
regarded as off-balance sheet where the originator continues to be exposed to 
the performance of the portfolio both in terms of losses and note interest 
delays due to mortgage arrears. The Bank of England guidelines indicate that 
a regulated institution holding its own (or a connected party's) subordinated 
debt will not achieve off-balance sheet treatment (for capital adequacy 
purposes) for the assets sold. 

There may be instances in the future where a new lender may find that an 
on-balance sheet mortgage-backed security incorporating subordinated debt 
held by itself is a cheaper funding alternative than borrowing in the 
syndicated loans market. Over and above price considerations such a 
structure has the advantage of funding to maturity, although in practice 
most mortgage-backed securities will be called on or prior to the step-up in 
coupon, typically present in such issues ten years after closing. 

By contrast, the second issuer, HMC, sells the subordinated debt in its 
issues to third party investors who receive a significantly higher coupon than 
senior noteholders. The advantage to HMC is that the cost of credit 
enhancement is spread over the life of the issue rather than being an up-front 
cost as in the case of pool insurance (thereby reducing the capital cost of a 
securitisation since no pool insurance deductible is required to be financed by 
the originator). Table 6 illustrates the varying returns on capital using the 
alternative structures. 

F. Developments during 1989 

1989 started very quietly for mortgage-backed securities reflecting the 
difficult origination conditions experienced at that time by new lenders and 
overseas banks. There were however a number of issues from July through to 
September totalling just less than §2 billion)The first issue was by MAES 
Funding No 2 pic, a §300 million FRN issue tulising assets from CIBC 
Mortgages. The issues was significant in a number of respects; with a coupon 
of 15 bp and fees of 15 bp it was the cheapest mortgage-backed FRN to date 
and, at §300 million, the largest. In addition it features a §200 million tap 
exercisable in full or in part on any of the first four interest payment dates. 
The issue did not incorporate substitution reflecting CIBC's view that over 
the new few years coupons would further reduce. The absence of substitution 
gave the bond an average life of less than two years and this, together with 
the liquidity promised by the size of the issue, lead to corporates and bank 
money-market desks). 

This issue was closely followed by offerings from Barclays Bank and the 
National Home Loans Corporation. The Barclays issue ('Gracechurch') was 
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the first seen from the big four cleares and was a conventional issue featuring 
three year substitution. The coupon of 20 bp and fees of 12 V2 bp made it 
marginally more expensive than the MAES issue reflecting the fact that this 
was a first issue for Barclays and that the smaller size of the issue might lead 
to less liquidity. 

National Home Loans issued through Collateralised Mortgage Securities 
(No 1) pic a CMO (Collateralised Mortgage Obligation) type of structure 
commonly seen in the United States. The issue, totalling §225 million, was 
divided into four tranches, 'fast-pay' and slow-pay' senior notes and a 
subordinated tranche. Whilst each senior tranche is pari passu in respect of 
interest, principal is repaid only to fast-pay notes until the tranche is fully 
redeemed, then to medium-pay and so on, giving an average life on the fast- 
pay notes of less than one year (with average lives in excess of five years for 
the other two tranches). One object of the transaction was to produce, in the 
fast-pay notes, an instrument attractive to UK corporates thereby giving 
NHL originated issues a diversification away from bank investors. In this 
respect the issue wa only partially successful since the fast-pay notes 
appealed to bank money market desks as well as the corporates. Whilst the 
fast-pay notes had the lowest coupon yet seen in the MBS market the 
weighted cost of all three senior tranches was higher than MAES2. 

Around the same time the Mortgage Corporation announced the PIMBS 
programmes: an FRN issuance programme of up to §3 billion over a number 
of years through a series of PIMBS special purpose companies, the first of 
which, PIMBS No 1 pic issued §250 million in the summer of 1989. The 
object of the programme is to reduce legal costs associated with note issuance 
by having a master set of documents covering the majority of the terms of 
each issue. It was perhaps surprising that a programme of this size and 
duration restricted itself to both sterling and FRNs but it did have the 
advantage of embracing a multitude of different mortgage types. 

The late summer saw further issues from CMS (No 2) pic, First Mortgage 
Securities (MS No 2 pic), Household Mortgage Corporation and PIMBS No 
2 pic. The common feature of the last three issues was that in each case 
investors regarded the pricing as rather tight and indicated that it might be 
some time before the pricing of MAES 2 might be equalled or bettered in the 
MBS market. 

II. BANK OF ENGLAND NOTICE ON LOAN TRANSFERS 
AND SECURITISATION 

With the increase in loan transfers between banks during the 1980s and the 
advent of mortgage-backed securities in March 1987 the Bank of England 
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recognised the need to formalise their approach as to when a transferred loan 
or securitised group of assets could be regarded, for capital adequacy 
purpose, as being sold without significant retained risk. The preferred 
approach was for the participants of the BIS - Basle Agreement to extend 
their work to cover loan transfers and securitisation but there was neither 
time or sufficient interest for this to happen. The United States Federal 
Authorities already had a policy, developed on an ad hoc basis over the 
previous decade, whilst other participating countries had yet to see 
securitisation become a feature of their individual markets. It was therefore 
necessary for the Bank of England to 'go it alone'. 

The eventual notice (BSD/1989/1 - Loan Transfers and Securitisaton) 
appeared in February 1989, two full years after consultation with interested 
parties commenced and 15 months after the publication, in December 1987, 
of a consultative paper. 

The policy is broad in its approach, seeking to cover all types of potential 
securitisation and the transfer of any type of banking loan or commitment. 

The notice makes a simple distinction between the transfer of a single loan 
and the transfer of a group or 'package' of loans, the latter being described as 
securitisation. 

Much interest at the time of the notice's publication centred on the impact 
it would have on the securitisation of mortgage assets. Interestingly 
mortgages are not once mentioned in the notice. It is thought that the 
advent of mortgage securitisation had not caused undue concern at the Bank 
- the assets were relatively low risk and the presence of credit ratings 
suggested the transactions were well structured. Nevertheless it has been 
practitioners in the mortgage securitisation area that have been predomi- 
nantly, but not exclusively, concerned with the practical effect of the Bank's 
notice. 

The Bank's policy is not to operate a graduated scale where a sold asset 
with some limited recourse is regarded, for example, as 90% sold with 10% 
risk retention, but rather an absolute decision - sold or not sold. The paper 
effectively sets out a list of requirements and exclusions each of which has to 
be fully met if the asset is to be disregarded for capital adequacy purposes. 

The Bank does acknowledge that certain risks exist even when all the rules 
have been met. The principal retained risks are moral and operational/ 
administrative. In the first case the Bank needs to make a subjective 
judgement about how likely it is for a vendor bank to rescue a securitisation 
vehicle rather than risk, in some way, its own reputation or relationship with 
its former customers, it might be felt that a UK clearing bank with its 
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substantial retail customer base would be more inclined to rescue a failing 
securitisation company which it has sponsored compared with, by way of 
example, a US bank which had effectively withdrawn from UK retail and 
mortgage banking. In the second case it has to be acknowledged that 
administrators/servicers of securitised assets have strict obligations with 
regard to standards of administration and these are generally supported by 
indemnities against loss through administrative error. In both of these cases 
the bank does not lay down a formal methodology for such calculated risks 
but prefers to build such considerations into the broad and subjective 
decision which needs to be taken on a bank by bank basis; that is, by how 
much should a bank be required to exceed the minimum capital requirements 
set out in the BIS/Basle paper. 

Much has been said, sometimes critically, about the Banks' regulatory 
approach to securitisation. It should be said, however, that the requirements 
are not impossible to meet and that securitisation has continued to take place 
involving regulated banks since the publication of the notice. In the long run 
practitioners of securitisation all gain by maintaining high standards of 
transaction integrity. The rating process helps to ensure the achievement of 
such standards and this is reinforced by the Bank of England's policy 
statement. 



